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2002HIGHLIGHTS 
TRANSFORMING OURSELVES The Postal 
Service's comprehensive Transformation Plan 
explains how we're changing to continue to 
fulfill our historic mission of providing afford- 
able, universa mail service for everyone in 
America. It's about improving operational effi- 
ciency, growing by adding value for our 
customers and enhancing our performance 
based culture. me communications world 
has changed dramatically. The Postal Service 
has to change, too. 
DELIVERING RECORD SERVICE. The year 
started with severe restrictions on our abii- 
ity to move mail by air as a result of the 911 1 
attacks. Then bioterrorism disrupted por- 
tions of our system, with two key processing 
facilities indefinitely closed. Despite these 
challenges, we ended the year with record 
First-class service performance and among 
the highest levels of customer satisfaction 
we've ever achieved. 
HOLDING THE LINE. Transformation began 
with the new year and a focused plan to 
reduce cost by $5 billion through 2006. By 
aggressively balancing work hours and 
workload, reducing 23,000 career positions 
through attrition, realigning our headquar- 
ters and field management structure and 
postponing most capital spending, we 
reducediavoided costs by $2.8 billion. 

FINANCIALHIGHLIGHTS 

OPERATINGREVENUE 
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MAKING HISTORY. With the leadership of 
the independent Postal Rate Commission 
and cooperation of the mailing community, 
we forged an unprecedented negotiated 
rate settlement that resulted in new revenue 
of about $1 billion through the early imple- 
mentation of new rates. 
SETTING STANDARDS Foi?urJe magazine 
ranked the Postal Service eighth among the 
nation's top 50 employers for minorities. 
This is the third straight year that Fortone 
has recognized our diversity efforts. 
HELPING OTHERS. The Heroes Of 2001 
semi-postal stamp raises funds for the fami- 
lies of emergency workers killed or injured 
in the Sept. 11 attacks. it's already raised 
$3.9 million. Over 500 postal employees 
joined the National Registry of potential mar- 
row donors, with two life saving matches.And 
our Breast Cancer Research Stamp, since 
being issued in 1998, has raised $27.9 bil- 
lion toward finding a cure. 
PRICING FLEXIBLY. A historic series of 
"Rate Summits" explored all facets of postal 
ratemaking with the mailing community 
We later filed two innovative rate cases with 
the Postal Rate Commission: our first nego- 
tiated service agreement, and experimental 
workshare discounts for Periodicals mailers. 
Pursuing pricing flexibility is central to our 
Transformation Plan. 

IMPROVING EFFICIENCY. New auto- 
mated technology brings the processing 
efficiency of letter mail to flat-size mail - 
oversized envelopes, magazines and cata- 
logs. By sorting three times faster than the 
last generation of flat-sorting equipment, we 
control costs and help make mail a better 
value than ever. 
U(PMRING NEW TECHMWCY. Building 
on our experience as a leader in innovation, 
we tested the revolutionary Segway Human 
Transporter on delivery routes in seven cities 
across the country, with more tests to follow. 
PROTECTING THE NATION. The Postal 
Inspection Service took a lead role in pro- 
tecting America's senior citzens against 
fraud. At the same time, it's helping to com- 
bat identify theft one of the fastest-growing 
and most devastating crimes in the country. 
ADDING CUSTOMER VALUE. Our new 
CONFIRM0 service lets customers track 
their mail as it moves through our system. 
The information it provides helps them plan 
and manage inventory and other resources 
better than ever. And Click-N-Ship"", avail- 
able at www.usps.com, allows customers to 
print postage and mailing labels from home 
or office computers. 

ZOOZANNUAL REPORT UNITED STATES POSTAL SERVICE I 1 

http://www.usps.com


Jdm E. pollsr 

Robert F. wda 

To the Presl- members ot Congress, postal 
mployses and the herican people: 

For the Postal Service, the year was marked by challenge and 
defined by change. Employees of this enduring symbol of national 
unity demonstrated an unequalled capacity to respond to a dra- 
matically changing landscape. 

Following the attacks of 9/11 , America's air-transportation 
system was grounded. One month later, bioterrorist attacks chal- 
lenged our own network while claiming the lives of two of our 
employees. The men and women of the Postal Service worked 
quickly - and successtuily -to reconfigure a national mail- 
processing and transportation network capable of protecting 
senrice and increasing safety. 

The tragic events of that September day also intensified the 
recessionary effects on the mailing and advertising industry this 
year, with mail volume declining by 4.6 billion pieces by the end 
of the year. At the same time, our delivery infrastructure grew to 
reach 1 .E million new homes and businesses. and we were faced 
with the extraordinary costs of responding to bioterrorism. 

But we responded. We began the year with a focused plan to 
reduce costs, increase efficiency and improve service. We suc- 
ceeded in all areas. We cut or otherwise avoided $2.8 billion in 
costs. More than 23,000 career positions were eliminated - 
through attrition. New automation contributed to continued, 
strong productivity growth. And, following a suggestion by the 
chairman of the Postal Rate Commission. we approached our 
major stakeholders and t w k  a bold step that enabled us to 
implement new postage rate in June, 2002, rather than in the 
fall. This gained us an additional $1 biiiion in revenue. 

As a result, and despite the impacts of the recession and the 
terror attacks, we were able to close the year with a loss that 
was almost $700 million below original projections and half of 
last year's. None of the $762 million the Administration and 
Congress generously appropriated to the Postal Service to protect 
the security of the mail was used for operations. 

At the same time, our management team and employees 
achieved record service pertormanee and customer satisfaction 
during a year in which two major mail processing facilities were 
out of service - Brentwwd in Washington, OC, and the plant in 
Trenton, NJ. Our service performance levels demonstrate our 
commitment to maintaining the mail as a fundamental personal 
and business communications tool. 



.- 

Through it all, we also accelerated the pace of change in April 
with the completion of our Transformation Plan This comprehen- 
sive Plan is a blueprint for the future of the Postal Service. It 
identifies the short- and long-term changes necessary for 
improving operabonal efficiency, driving growth by adding value 
to our products and services, and enhancing a performance- 
based culture. The Plan will continue to guide all of our activities 
in the years ahead 

At the same time, we are maintaining our leading role in the 
critical public policy discussion about the legislative changes nec- 
essary to protect the fundamental right of affordable, universal 
mail service for every American - 110 matter who, no matter 
where We look forward to continuing this important conversation 
with our customers, our employees and the public officials who 
represent them 

In the near term, we will seek moderate legislative reform 
that will support the Postal Service's ability to provide affordable, 
universal mail service An example is proposed legislation Mat 
would permit the Postal Service to modify its payments to the 
Civil Service Retirement System A recent analysis conducted by 
the Office of Personnel Management found that, at present fund- 
ing rates, the Postal Service could overfund its liability by 
$71 billion Passage of this legislation would permit the Postal 
Service to substantially reduce rts debt and hold postage rates 
steady until at teast 2006, while protectmg the benefits of current 
and future retirees covered by this retirement system. 

exceptional service during an extraordinary year. Their accm- 
plishments have paved the way for even greater swess  over the 
next year 

The men and women of the Postal Service delivered 

Chairman, Board of Governors 



In a world that's gone virtual, 
it seems that everyone is search- 
ing for the authentic. They're 
looking for roots. Tradition. 
Values. Real Experience. 

They want something they 
can hold. Something they can 
touch. Something that's stili here 
tomorrow - and the day after. 

Mail - Me real kind - has 
it all. Always has. Always will. 

Looking for roots? You can't 
beat mail. It was there to spread 
tk word when the 13 colonies 
united to become a single, great 
nation. And it's been growing with 

America ever since, using the lat- 
est technology for one simple 
purpose, to keep people in touch, 
whether it's personal or whether 
it's business. 

How about tradition? Mail has 
been a part of our daily experi- 
ence - at home and at work - 
for more than two centuries. It's 
still delivered hand to hand, per- 
son to person. Afler all, personal 
service is a tradition that never 
grows old. And who else makes 
house calls to just about every 
home in America, six days a 
week? 

Looking for values? You don't 
have to look any further Man 
mail. Americans trust It with their 
most personal sentiments, their 

hopes and their dreams. Seal it 
and put it in the mail, and you 
know it will be secure - what- 
ever it is - whether you're 
sending it across town. acfoss 
the nation or around the world. 

Real experience? It doesn't 
get more real than the mail. You 
can reach out and touch it. What 
can beat the experience of open- 
ing a package from home? 
Seeing your name in the hand- 
writing of someone you love? 
Opening the latest copy of your 
favorite magazine? Or knowing 
that when you drop Me check in 
the mail, your house becomes 
your home -free and clear? 

Authentic? That's mail. It's an 
original. It's as creative as you 
are, and It's created just for you. 
It can be a simple envelope or a 
colorful package. But there's no 
mistaking the sight or the feel of 
it. Mail. It's real. There's nothing 
like it in the world. And it's yours! 





Through a year of tremendous Congress also passed and the In June, the House of 
challenges, the AdminMabon am president signed Pubbc Law 107- Representatives' Cornmiltee on 
Congress were extremely support- 225, to rename Washington, Government Reform considered 
~e of the Postal SeMce Dc's Elrentwood mail processing postal reform legislabon. While the 
Postmaster General John E Potter facility in honor of Joseph bill did not move out of 
t m i e d  at numerous heanngs in Curseen, Jr. and Thomas Mofris, Committee, the effort provided 
October and November 2001 abwt Jr , two Elrentwood employees many legislators with infwmahon 
the consequences of blotenonsm who died tragically as a result of om postal issues and the need for 
and the Postal Service's response. bioterrorism reform - a key element of our 

Congress spoke highly of employ- mer requested nor received a tinue w r  efforts to explain to 
ees who faced unknown dangers public appmprlation poliimakers how the current reg- 
yet continued to serve Amerm. opera~ons Since gB2, mile ulatory model, created in 1970, is 

Due to the need for immediate Congress passed and the outdated and fails to address the 
response to the anthrax incidents. President signed the Teasum realities Of marke@1ace9 as 

well as other issues facing the the Administration transferred Posfal Service and General 
$1 75 million to the Postal Service. GovemmentaoprqoriaiionsionsAct. Service. 
Congress also appropriated funds Pubk Law 707-67, this reim- In August, Publ!c Law 107- 
for the purchase of biohazard burses the Postal Service for 210 was signed by the President. 
detection and preventim equip- Congressionally mandated sew- It allows the Customs Service to 
ment recommended in w r  ices such as free mail for the open outbound international mail 
Emergency Preparedness Plan blind and handicapped and voting weighing more than 16 ounces. 
The Postal Service received matenals for Americans overseas. A search of letters of domestic 
$500 million through the Deparf- in ~ p ~ ~ l ,  the postal service origin weighing IeSS than 16 
meni of Defense Emergency delivered Its Transformahon plan ounces still requires a warrant. 
SupplementalqopmpnationsAcf. to bngress It defines the st,@. We are working closeiy with the 
PublkLawNo 107-117 and long-term strategies that Customs Service, the Transporn- 
Another $87 million was received enable the postal service to tion Security Administration and 
through the Supp/ementalActfor other agencies in this new envi- 
Fu&r Recove~y From and ronment to ensure the safety Of 

our employees and the mail - 
without disruptrng service. 

year, many members of Congress 
were able to participate in 
postage stamp dedication cere- 
monies. Notable were 
ceremmies on Capitol Hill for the 
Untted We Sand flag stamp and 
in New York Cily for the Heroes 
of 2001 stamp. The Heroes 

elates funds to assist 

Members of bdh h o r n  of The postal Service has "el- Trmsformation Plan. we wlH con- 

successfu~~y carry out iB long. 
standing mission of providing 

On affordable, universal service. 
At a May heanng of the Senate's 

107-206 Governmental Affairs' Su Despite a busy legislative 
tee on Internatonal Secunty, 
Pmliferahon and Federal 
Postmaster General Potter 
about the Plan The Postal Service 
regularly updates Members of 
Congress and their staffs about 
the progress made toward tram- 
formatron and the preservation of 
our universal sewice obligation. 

Law 

terrorist attacks of 
September 11,2001 





Change - it's a fact of life. The Plan approaches this goal abwt 60,Mx) other locations 
It's something the Postal Service in three ways. It addresses today's including supermarkets, drug 
knows a lot about. For more than challenges by pushing business stares and AMs. And through w r  
225 years, America's postal sys- effectiveness and operational effi- website, wusps..com, cus- 
tem has adapted to meet the ciency to the limits permitted by tomers can take advantage of a 
growing communication needs of current postal laws. B seeks mod- wide range dfeatures, such as 
an expanding nation. emte, near-term legislawe Click-N-Ship, which lets them pdnl 

1rs no different reform. It also examines the need out postage and address labels for 
ttreir packages - and a letter car- stakes are much higher, The sim- for long-term transformative 

pie fact is that the structurai change to our legislative rier will pidc them up. 
assumptions that created today's and W3ulatov Second, we'll continue to 
Postal Service are no longer valid. Legislative change for the push the limits on operational 
Our 30-year-old regulatory struc- Postal Service will require a efficiency - while improving 
ture doesn't provide us with the comprehensive debate and con- service. This will help us reach 
flexibility - particularly in the Sensus on complex public policy our five-year goal to reduce/ 
areas of pricing and product issues. But until then, the Postal avoid costs of $5 billion, begin- 
introduction - needed to fulfill Service has identified - and is ning in 2002. And it will support 
our mission in today's dynamic taking - innovative actions to the unique value our customers 
communications marketplace. prbtect universal service for have come to expect from their 
To protect the fundamental right every American. Postal Service. 

of every American to send and First, we're increasing the We're holding the line on 
leceiVe affordably, we need value of the mail. After all, that's future rate changes until 2004 
to change. That's the basis for the key to growth. We'll do that and possibly longer. And, if legis- 
Our comprehensive Transforma- by developing the new products lation is enacted that wwld 
tion Plan. and services our customers change the way we fund our 

need. And we'll make our exist- retirement obligations for Postal 
ing offerings flexible enough to Service employees and retirees 
adapt to the technological covered by the Civil Service 
advances of a new century This Retirement System, it could allow 
means we'll do everything we the Postal Service to maintain 
can to make sure mail serves current postage rates to 2006. 

That means stability for mailers 
re ab expanding and stakeholders. And that's 

I pmaucts and good far customers and the 
Postal Service. 

Finally, we'll keep working to 
enhance our performance-based 
culture. That's the key to meeting 
our customers' expectations. 
Leadershw development, increased 
aaountability and cuntinued wwk- 
place improvement will help us to 
maintain an effecthe. diverse and 
highly-motivated workforce. That's 
the key to customer satisfaction. 

B~ me 

customers better than ever. 

http://wusps..com




The Postal Service's Transfor- 
mation Plan is based on action. 
It's about taking the steps neces- 
sary to protect affordable, 
universal mail service for every 
American. That's the promise of 
universa service. That's the core 
of the Postal Service's histork 
mission. And that's exactly what 
we're doing. 

Our new CONFIRM service 
uses web-based technolcgy to 
increase the value of the mail. 
Using an innmawe, subscription- 
based pricing system, major users 
of the mail can track their mail as 
it moves through our system. Thai 
helps them manage their busi- 
nesses better than ever. 

An unprecedented, negotiated 
rate settlement, pmposed by the 
independent postal Rate Cwnmis- 

And we built on that. We 
worked with the Commission to 
convene a historic "rates summit" 
with mailers. We looked at 
ratemaking from every angle. 
How can we streamline the 
ratemaking process? What are 
mailers' priorities? How much 
flexibility do we really have in set- 
ting rates? 

But we did more than just 
talk. We moved forward with an 
emerimental rate filing that 
matches pricing - and our 
casts -to the unique needs of 
particular mailers. It's what we 
call a negotiated service agree- 
ment. It's about innovation - 
and growth -for the Postal 
Service and the mailing industry. 
And it's just the first of many new 
ideas that we'll be pursuing. 

Tomorrow's challenges will 
call for exceptional leadership. So 
we're identifying and preparing 
the next generation of postal 
leaders today. Our new manage- 
ment intern program draws from 
the best - in the Postal Service 
and from other organizations. 
They'll make sure we're ready to 
meet the needs of our customers 
far into the future. 

Our Transformation Plan also 
calls for buiMing a better work- 
place. We want to be sure our 
employees have the tools, the 
oppoltunity and the incentive to 
continue providing the best serv- 
ice possible. 

Exceptional service is what 
it's all about. That's why we'll 
continue to make wr operations 
even more efficient. Exoandina 

sh made it clear there is flexibility We're talung that spirit of 
in a lengthy and c u m b e m e  rate- innovation to our compensation 
setting pmcess systems, too. We've started dis- 

cussions with our management 
associations on a new perfwm- 
ance-based pay system. It will 
bring more accountability and 
fw to everything we do That's 
what our customers expect. 
That's what we'll give them. 

our automation program will ielp 
us move the mail faster and more 
accurately than ever. That will 
help us keep costs down. 
Combine the two, and mail will 
continue to offer the best value 
possible - fast and affordable. 

We're looking at our net- 
works, too. Using a complex 
data-collection model, we'll be 
able to better align, integrate a 
optimize our mail-pmcessing a 
transportation systems. 
Simplifying our systems means 
better service and reduced c&. 
That's a winning proposition no 
matter how you look at it. 

for the Postal Servic 
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The Audit and Finance Committee assists the full 
Board of Governors in fulfilling its fiduciary responsi- 
bilities. The Chairman of the Board of Governors 
selects the members of the Committee for each cal- 
endar year. This year, the Committee, whose 
members are Governors Dyhrkopp, McWherter and I, 
rnet nine times in conjunction with the regularly 
scheduled monthly Board meetings. 

The Audit and Finance Committee's primary 
responsibility is oversight of the integrity of Postal 
Service financial statements. The Committee regu- 
larly receives financial reports and reviews the 
soundness of the internal accounting and control 
practices and major financial statement accruals. The 
certified public accounting firm responsible for an 
independent audit of Postal Service financial state- 
ments reports to the Board through the Audit and 
Finance Committee. Additionally, the Committee 
oversees postal rate case development, cash man- 
agement and overall financial performance with 
particular attention to model performance and vari- 
ance between forecast and actual results. 

During 2002, the Committee continued to focus 
attention on Postal Service debt. At the Board's direc- 
tion, capital investments financed with debt have 
been limited to equipment with high return on invest- 
ment, employee and customer safety and 
infrastructure improvements that are absolutely nec- 
essary to do business. These policies along with 
breakthrough productivity improvement by manage- 
ment have resulted in the first overall reduction in 
outstanding debt in five years. 

One of the most siqnificant actions taken by the 

2002 was a year in which accounting irregulari- 
ties were discovered at a number of well-known 
companies. Some involved outside auditors. The 
Audit and Finance Committee conducted an evalua- 
tion of its charter and procedures including a review 
by the former Chairman of the National Association of 
Corporate Directors. The Committee's charter and 
procedures are continually refined to ensure they 
reflect best carporate practice. 

Ernst &Young LLP presented their work plan for 
the financial statement audit, and we concurred with 
the scope and materiality levels established. We rnet 
jointly and independently with Ernst &Young LLP, the 
Inspector General (OIG), management and the 
General Counsel to discuss the progress of the audit. 
We ensured independence and objectivity in the OIG 
and external audit programs. 

Shortly after the end of the year, the Office of 
Personnel Management (OPM) released the results 
of a new analysis of Postal Service funding for the 
Civil Service Retirement System (CSRS). The analysis 
shows that the Postal Service is much closer to fully 
funding future CSRS pension obligations than previ- 
ously estimated. Although this could potentially lead 
to reduced CSRS pension expenses, legislation will 
be required to authorize OPM to change the Postal 
Service's funding schedule. This development is fur- 
ther discussed in the Management Discussion and 
Analysis and in Note 11 of the Financial Statements 

Accordingly, the Committee recommended, and 
the Board approved, the financial statements for 
2002. 

Board of Governors this-year was the award of a new 

selection of Ernst & Young LLP as its independent Ernesta Ballard 
auditor to pertorm external auditing services. The Chairman, Audit and Finance Committee 
Audit and Finance Committee cqnducted a competi- December 10,2002 
tive selection process, and the entire Board of 
Governors participated in final intewiews. The exter- 
nal auditor reports to the Board, not management, as 
would be required for a private sector corporation of 
our size and complexity. Also, the auditor will perform 
no consulting work for the Postal Service for the 
duration of its auditing contract. 

audit contract. In July the Board 





This year has been the most challenging, and also, the most rewarding in my 
experknce in the Pcstal Swhx. @ respnding more rapidly than ever before, 
working WiM our customers and communicating better with our employees, we 
overcame much advedty in 2002. Were it not for the successful partnership 
forged with everyone i n m M  in postal matters and the emordinary cost m- 
tainment and product i i  wins made, we mM not have met the challenge of 
2002 as successfully as we did. 

Despite the economic recairn. the contamination of some mail with anthmx 
and the largest decline in mail mlume in our history, we finished the year with a 
net loss of $676 million, well b e h  the $1.35 billion we had expected at the begin- 
ning of the year.Th~ enabled us to reduce debt by $200 million. Our net loss easily 
could have exceeded $4 billion were it not for the decisive actbns taken by postal 
management and employees to m b o i  expenses. For the first time in 31 years, 
operating expenses in 2002 were reduced below the previous year, and for the first 
lime in fnnt years we reduced debt We did this while extending delwry to 1.8 mil- 
lion new addresses. The actions we todc in 2002 have laid a foundation for savings 
in 2003 and beyond, smng the stage for achievement of our Transformation Plan 
goal to take $5 billion in costs wt of the system by the end of 2006. 

We must mntinue to mntrol costs and strinaenthr manaae our work hours and ~ ~~ I 1 ~ ~~1 ~ ~~~~~ ~ ~~ ~ ~~~ ~~~ 

worMorce mmplement. We expect that labor costs and non-personnel costs will 
continue to increase. In an environment where our customers expect rate 
increases to be kept to an absolute minimum and where overall inflation in the 
economy is expected to be in the range of 2 to 396, controlling resource usage is 
a critical strategy fcr limiting rate increases. 

We, in Finance, view the financial operating information we provide for 
management decision-making as a primary tool in supporting value creation. In 
addition, we have two financial fiduciary responsibilities. First, we are responsi- 
ble for maintaining and improving a system of internal controls to ensure that 
assets are safeguarded against material loss from unauthorized use or dispo- 
sition and that our financial records are reliable for preparing financial 
statements. The secund responsibility, which rests on the first, is for the prepa- 
ration of financial statements on which our customers, our employees and our 
regulators can rely. We always apply generally accepted accounting principles, 
when we have a choice, and we have chosen to be conservative in our assump- 
tim and assessments to minimize the likelihoad of misstating assets, income, 
expenses or liabilities. 

In last year's rem I said we faced a Mure forever changed, with unprece- 
dented umftainty. I believe we are well prepared for hat Mure because we have 
had cur mettle tested and proven beyond ex$mtathms. We will mntinw to do 
eveming possiMe to ensure the financial heaith of he postal Service and pmvide 
outstanding serv'w to cur customers, the American People. 
Thank You, 

Vice President 





Despite unique challenges from the faltering ecnn- 
omy and the direct impacts of terrorist attacks that 
together caused the greatest ever decline in mail vol- 
umes, the Postal Service realized a net loss of $676 
million in 2002. Although our third consecutive net loss, 
it was less than the $1.35 billion loss that had been 
projected in the plan for the year. We achieved this 
result through a cash infusion from the early imple- 
mentation of rate changes and through our own 
stringent controls on expenses and capital spending. 
We reduced operating expenses $400 million below 
2001 levels and $2.8 billion below plan. As a resut, 
Total Factor Productivity (TFP) increased 1 .l% despite 
the fact that worWoad declined. We were even able to 
retire $200 million of debt, our first reduction since 
1997. Additionally, the federal government provided 
appropriations to fund health and safety improvements 
necessitated by the terrorist and anthrax attacks. 

The eady implementation of new postal rates came 
about through the unprecedented action of the Postal 
Rate Commission (PRC). In October 2001, the PRC con- 
vened settlement conferences among the 63 
participants of the Postal Service's Dccket No. R2001-1 
Omnibus Rate Filing. Of these participants. 57 signed an 
agreement advancing new rates implementatim by 
three months to June 30, 2002. The average rate 
increase was 7.7%, including a 3-cent increase in the 
price of a First-class stamp. Early implementation of 
new rates directly increased 2002 postal revenue by 
about $1 billion. 

We received $762 million in appropriations for 
securing the mail, and protecting the health and safety 
of Postal Service employees and customers following 
the terrorist and anthrax attacks. The President of the 
United States authorized an initial funding of $1 75 mil- 
lion for 2002. Congress later appropriated $587 
million for health and safety protections and for the 
repair of facilities damaged in the New York City ter- 
rorist attacks. Some of those fundswill be expended in 
2003 and thereafter, as required safety equipment is 
placed in service. 

Although many of the fundamental challenges of 
the past year will continue into 2003, we are cautiously 
optimistic about the coming year when mnomic 
growth will be a major driver of our performance. 

The Federal Reserve recently retreated from its 
assessment that the risks of inflation and economic 
weakness are equally weighted, stating that "weak- 
ness in financial markets and heightened uncertainty 
related to problems in corporate repocting and  over- 
nance" mean that risks "are weighted mainly toward 
conditions that may generate economic weakness." 

We are particularly concerned about these down- 
side risks because our volumes and revenue are 
increasingly subject to competition and substitution by 
altematiie media. Historically, our mail volume growth 
rates have tracked the economy. Therefore, while we 
expect economic recovery to generate volume growth, 
we expect growth to be less than 2%, giving us lwei 
volume in 2003 than in our peak year of 2000. 

Nevertheless, the outlook is subject to great risk 
and uncertainty. Risks from terrorism are e w  present. 
The economy is on an uneven growth path. The recov- 
ery has been slow and is far from complete. instability 
in South Asia and Me Middle East could drive up oil 
piices or threaten consumer and business COnf&nce. 
me long-term effects of recent corporate governance 
problems and accounting scandals are unclear. We do 
not expect a rapid buildup of economic activity in 2003 
and remain concerned a b u t  the possibility of a "dw- 
ble dip" recession. 

Of critical importance to us in this assessment of 
economic indicators and projections of mail volumes 
are signs that the advertising recession is abating. A 
large portion of First-class Mail volume and essentially 
all Standard Mail contain advertising material. These 
two products rank first and second in generating con- 
tribution to overhead costs. Standard Mail volume 
increased in the last quarter of 2002, the first such 
increase in 18 months. In addition, advertising indus- 
try employment has stabilized over the last six months, 
after steadily declining from its peak in June 2000. 

The economic and advertising recovery should 
boost Standard Mail. Since Standard Mail is Often Part 
of a multifaceted advertising campaign, the prospects 
for Standard Mail volume growth are favorable. 
Advertisers know they can use Standard Mail to reach 
a very specific audience, rather than having a message 
broadcast to many uninterested parties, making it a 
highly cost efficient advertising medium. 
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Historically, volume growth has financed the cost of 
our continuous delivery network expansion. Delivery 
point growth requires the equivalent of hiring 3,000 
new carriers each year as well as purchasing new 
vehicles and building or leasing new facilities. 

Delivery network growth is driven by new house- 
hold formation. In the 1980's delivery points grew by 
about 1.8% annually, as the last of the baby boom 
generation was entering the housing market. Since 
then, annual delivery point growth has held at 1.4%. 
From 2000 to 2002, delivery points grew by 1.8 mil- 
lion annually. We expect this level of growth to continue 
for the indefinite future. According to a report from the 
Joint Center for Housing Studies of Harvard University, 
1.2 million new households are expected to form each 
year through 2020. Its 2002 report, "The State of the 
Nation's Housing," states that household formation, 
together with the demand for vacation and retirement 
homes and replacing units lost from stock, calls for an 
average of 1.7 million new homes annually. 

Adding to the risk in our financial outlook are the 
financial and market implications specific to our own 
business model. Mail and related special services gen- 
erate virtually all of our revenue. Unlike many 
telecommunications firms and utilities, we do not 
charge to access our network. Funds to maintain net- 
work operations and to support network expansion can 
only be generated by mail volume. Unlike competing 
delivery companies, we cannot dynamically change 
prices or add surcharges to our products to account for 
cost increases such as energy prices. 

However, mail volume has not grown sufficiently in 
recent years to provide the revenue that supports 
extension of our delivery and retail network. Volume 
growth averaged 4.9% in the 1980's. 2.2?h in the 
1990's and close to zero in the last three years, due in 
part to increasing competition and electronic diversion. 

Electronic alternatives are gradually diverting First- 
Class, Periodical and Standard Mail volume, a trend we 
expect to continue. Internet-based bill payment sys- 
tems are well established, and consumers will 
increasingly use these services. As electronic bill pay- 
ment becomes more popular, the number of bills 
presented to consumers electronically will also grow. 
We expect First-class Mail volume growth to be slug- 

gish due to economic conditions and the increasing 
market share of alternative bill presentment and pay- 
ment technologies. 

The end result of slowing volume growth and con- 
tinuing network expansion is a declining number of 
pieces per delivery and a rising cost per delivery. Since 
we are constrained to break even over time, we face 
an even greater challenge in improving service and 
keeping rate increases reasonable, in both frequency 
and magnitude. To combat this growing inequality, we 
must continue to increase productivity. managing our 
costs and using fewer resources. 

The last several years, marked by stagnant mail 
volumes and continued network expansion, have been 
notable for continued resource price inflation. 
Resource price inflation dropped from 5.9% annually 
during the 1980's to 3.1 % annually during the 1990s, 
contributing to strong financial performance from 
1995 through 1999. Inflation in resource prices then 
increased to an average of 4.1 % annually over the last 

FORTUNE 500 RANKINGS 
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1 Wal-Mart Stores $219,812 
2 Exxon Mobil 191,581 
3 General Motors 177,260 
4 Ford Motor 162,412 
5 Enron 138.718 

6 General Electric 125,913 

7 Citigrwp 11 2,022 
8 Chevron Texaco 99,699 
9 IBM 85,866 
10 Philip Morris 72,944 
11 Verizon Communications 67,190 

65,834 12 United States F'ostal Service 
13 American International Group 62,402 
14 American Electric Power 61,257 
15 Duke Power 59,503 
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The aftermath of the September 11th terrorist 
attacks, the economic recession and the anthrax-by- 
mail contamination resulted in a volume decline of 
2.2%, or 4.6 billion pieces of mail, the largest volume 
decline in Postal Service history. Despite these events, 
however, we finished the year with a net loss of $676 
million, instead of the $1.35 billion loss we had 
planned last year, before either of the terrorist attacks. 

Our revenue increased 1.0% over last year to 
$66.5 billion. In June, we implemented our rate 
increase three months early, with an average increase 
of 7.7%, including a 3-cent increase in the price of a 
First-class stamp. Typically, it takes 10 months to lit- 
gate an omnibus rate case. Citing the need for 
"extraordinary acts" in "extraordinary times," the chair- 
man of the Postal Rate Commission. in October 2001. 

terns for the safety and security of employees, cus- 
tomers and the mail. We used $179 million of the 
appropriations to offset expenses and hold the remain- 
ing for the Dio-hazard detection and vacuum 
equipment to be deployed within the postal system in 
the coming year. 

Despite the operational difficulties we faced this 
year, we achieved record levels of service. Service lev- 
els for Express Mail, Priority Mail and First-class Mail 
either matched or set new records since the establish- 
ment of independent measures. In addition, overall 
household satisfaction with the Postal Service is back to 
OT exceeds levels achieved before the past year's crises. 

OPERATINGREVENUE 
suggested the process that led to a settlement agreed An economic recession began in 2001, and its 
to by 57 of the 63 participants in the postal rate case. effects have continued into this vear. Since mail volume 
Such a settlement of an omnibus case is unprece- 
dented in the history of the Postal Service. 

We reduced operating expenses by 0.6% from last 
year and brought them to $2.8 billion below plan, 
another first for the Postal Service. We reduced work 
hours by 78 million and employment by 23,000 career 
employees, bringing our complement down to 1995 
levels. However, higher costs per work hour, increased 
workers' compensation costs and rising health benefit 
premiums continued to put pressure on our expenses. 
Premium increases contributed to retiree health bene- 
fits expenses, which rose 15% compared to last year. 

Cash flow from operations was $1,431 million, 
reflecting the impact of the June rate increase. Cash 
outlays for capital spending were $1,705 million. The 
margin between internally generated cash and cash 
outlays allowed us to decrease debt by $200 million, 
the first reduction in our debt since 1997. The federal 
government provided three approprlltions totaling 
$762 million to offset the effects of the terrorist 
attacks and to cover the costs of modifying postal sys- 

OPERATINGREVENUE 

Operating 
Yeas 
2002 
~ 

2001 $65.8 billion 
2000 $64.5 billion 

historically has tracked the economy, usually with some 
lag, our volume declined in 2002. In fact, we suffered 
our largest volume decline since 1946. The recession 
in the advertising market was particularly damaging, 
and it was only at the end of 2002 that the advertising 
industry began to show signs of recovery. Since adver- 
tising mail has been the main source of our volume 
growth and volatility in recent years, the collapse in this 
market seriously hurt our 2002 mail volume growth. 

The events of September 11th and the anthrax 
attacks affected all mail categories with the possible 
exception of Periodicals. Both mailers and consumers 
became concerned about the security of the mail serv- 
ice, and disruptions resulting from these events 
caused mailers to delay or cancel mailings or use 
alternate providers. 

The 7.7% average rate increase implemented on 
June 30 further reduced volume growth, especially in 
such competitive categories as Priiiv Mail and 

Ifitcrease Over imcrease mer 
Previous Year Prewbus Year 
so8 Muba 1.0% 
$1 .3 billion 2.0% 
$1.8 billion 2.9% 

~ 
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Express Mail. The early implementation of the rate 
increase, however, brought in an additional billion dol- 
lars in revenue. 

The weak economy hurt letter mail (First-class and 
Standard Mail) in 2002. In addition, electronic diver- 
sion continues to cut into the market share of letter 
mail products. Mailers are also continuing to develop 
methods to sort and deliver mail farther down our pro- 
cessing stream, thus shifting their mailings to 
categories with deeper worksharing discounts. All this 
affects the revenues of letter mail pmducts. 

First-class Mail volume fell 1.2% this year. 
Electronic diversion continues to affect First-class 
Mail. Even though many analysts predicted a spike in 
the adoption of Internet bill paying in the wake of the 
anthrax attack, evidence suggests that the rate of 
adoption has remained basically the same. According 
to the Household Diary Survey, in 2000, 4.4% of 
households paid bills through the Internet. In 2001, 
this figure rose to 7.5%. For 2002, it is 11 %.The pro- 
portion of bills that consumers pay through the Internet 
has risen from 3.2% in 2001 to 4.2%, or less than half 
of one bill per household. Between 2001 and 2002, 
however, the number of bills paid by mail per house- 
hold has remained steady at about 8.5. in fact, the 
main source of growth in electronic payments in 2002 
came from automatic deduction, which rose almost 
30%. Mail is still vital to the payment processing sys- 
tem. With a slow economic recovery and continued 
electronic diversion, we expect First-class volume to 
be essentially flat in 2003, growing by about 0.3%. 

Standard Mail volume fell by 3.0% in 2002 as a 
result of the weakness of the advertising market. 
Nonprofit mail was especially hard hit, as organizations 
whose philanthropy was not directed to the victims and 
survivors of the September 11 th attacks pulled back 
fundraising efforts. Standard Mail should grow slightly 
over 4% in 2003, accounting for most of our planned 
volume increase. This growth represents mailers 
returning to mail after the anthrax attacks, as well as 
assuming growth in the economy and a recovering 
advertising market. 

Priority Mail volume fell 10.7% this year, continu- 
ing to slide further from the 8.6% decline of 2001. It 
dropped most sharply early in the year when package 
prohibitions on commercial airlines disrupted our 

GROWTH IN REVENUEAND VOLUME 
""'F I! pi: 

.,.\ ..1 ,.~*,,., .:3*,7.* 

First-class Mail 1.7% 1 .O% 1.7% 
Standard Mail 0.7% 3.4% 5.2% 
Priority Mail -3.9% 1.6% 6.7% 
Package Services 4.3% 4.3% 4.6% 
Periodical Mail -1.8% 1.6% 2.6% 
International Mail -8.8% 4.5% 1.8% 
TOTALMAIL 0.5% 1.8% 1.7% 

e . . .  
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i,:$@ :!q07 20m 
-1.2% 0.1% 1.6% 
-3.0% -0.1% 5.1% 

-10.7% -8.6% 2.8% 
-1.6% -3.1% 8.2% 
-3.8% -2.8% 0.9% 

-16.5% -1.5% 6.7% 
-2.2% -0.2% 1.6% 
-~ __ 

transportation network. Price increases for Priority Mail 
further hampered growth. Since January 2001, Priority 
Mail prices have increased by 35% Priority Mail is part 
of the highly competitive expedited package market 
where the actions of our competitors affect our vol- 
ume. We anticipate that Priority Mail volume will 
continue to fall in 2003, responding to the 16% price 
increase in June 2002. 

Package Services declined 1.6%, although Parcel 
Post grew 5.1%. Most of this growth came in bulk- 
entry products. Some of this growth represents 
migration out of Priority Mail, as mailers look for more 
economical means of shipping their merchandise. 
In particular, the increasing use of package consolida- 
tion services enabled mailers to take advantage of 
drop-shipping discounts. Additionally, since it moves 
over the road, Parcel Post avoided the restrictions on 
airline parcel carriage. In 2003, growth in Package 
Services should be effectively flat, with Parcel Post 
growth of less than 1%. 

Periodicals were down by 3.8% this year, acceler- 
ating the long-term decline in household subscriptions. 
This reflected the large number of magazine titles that 
ceased publication during the recession. Remaining 
publications were hit hard by the shrinkage in the 
advertising market. Publication weight, advertising 
pages and per-piece revenue all declined in 2002. 
We expect volume to continue to decline in 2003 while 
the economy is sluggish. 

International Mail shrank by 16.5% this year, 
a result of the worldwide recession and restrictions 
on mail carriage imposed after September 11th. 
The global economy appears to be lagging that of the 
United States, and in 2003 we expect the decline in 
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International Mail volume to continue. Customers will 
also explore alternative means to deliver international 
communications, further affecting this sector. 

In 2003 we expect volume and revenue to stage a 
modest recovery from one of the worst volume 
declines in postal history as we recover from last year's 
service disruptions. Overall, we expect a sluggish eco- 
nomic recovery to restrain volume growth in 2003. 
We think volume will expand somewhat less than 2%, 
leaving us with less mail than we had in 2000. 
Revenue will rise, however, as the full effect of the 
June rate increase flows through. 

RATE-MAKING ACTIVITY 
Until 1971, Congress set postage rates through 

legislation, and the relationship bebeen the revenue 
from those rates and the actual costs of operating the 
postal system varied greatly. Since 1971, however, the 
Postal Reorganization Act has required the Postal 
Service to establish postal rates that cover the cost of 
operating the postal system. 

The rate-making process is lengthy and compli- 
cated and begins when management determines that 
current rates will not be adequate to meet our mandate 
of "covering future costs". The Postal Service, with 
approval of the Board of Governors, submits a request 
for a recommended decision on rate and fee changes 
to the Postal Rate Commission (PRC), an independent 
establishment of the executive branch of the govern- 
ment. The submission is accompanied by detailed rate 
proposals supported by exlensive documentation and 
lengthy testimony. 

The PRC's proceedings usually take 10 months. 
It holds public hearings, during which interested parties 
such as mailers, competitors and consumer representa- 
tives are authorized to challenge the Postal Service's 
proposals and submit their own testimony and propos- 
als. At the conclusion of the hearings, the PRC sends its 
recommended decision to the Governors The Governors 
may approve, reject, allow under protest, or, under cer- 
tain limited circumstances after more proceedings, 
modify the PRC's recommendations. 

NEW RATESEFFECTIVE JUNE 30,2002 
We filed for new rates on September 24,2001, and 

on March 22, 2002 the Postal Rate Commission Issued 
a Recommended Decision accepting the new rates 
essentially as we proposed them. Citing the need for 
"extraordinary acts" in "extraordinary times," the 
Chairman of the Postal Rate Commission on October 25, 
2001, began the process that led to a settlement agreed 
to by 57 of the 63 participants in the postal rate-making 
process. Such a settlement of an omnibus rate case is 
unprecedented in the history of the Postal Service. 

These rates, which went into effect three months 
ahead of schedule on June 30,2002, added approxi- 
mately $1 billion to our revenue in 2002. Rate increases 
averaged 7.7%. 

When we developed our proposal for a rate 
increase in the summer of 2001, we did not anticipate 
an economic recession, terrorist attacks in New 'fork 
City and Washington D.C. on September 11, 2001, or 
the use of the mail to transmit anthrax. All of these 
events have caused a sharp drop in mail volume and 
revenue. Implementing rates early enabled us to limit 
our financial losses. Although we have generated sig- 
nificant savings from improved operating efficiencies 
and our new cost savings programs, our expenses con- 
tinue to increase due to resource cost inflation and the 
need to serve an expanding delivery network. 

As part of the rate settlement process and the 
Transformation Plan, the Postmaster General commit- 
ted to not implementing additional rate increases until 
calendar year 2004. 
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EXPENSES 
COMPENSATIONAND BENEFITS 

Our personnel compensation and benefits make up 
more than 79% of our operating costs. These costs, 
including interest on deferred retirement, grew only 
$204 million or 0.4% in 2002. This compares to growth 
of 3.6% in 2001 and 4.4% in 2000. This year's growth 
was primarily due to contractual labor payments, health 
benefits payments for current and retired employees 
and workers' compensation costs. TIE growth was mit- 
igated by labor reductions of over 78 million work 
hours, or approximately 38,000 work years. 

GROWTH INCOMPENSATION AND 
BENEFITS 

. ,. .. 
, C '  : , . .i..l 

0.4% 3.6% 4.4% 

Although average hourly labor rates increased by 
about 2.8% compensation cost declined 2.8% or 
$1,047 million due to our reduction in work hours. Our 
health benefits expense for current employees was 
$342 million greater than last year, driven mainly by 
premium increases. As health care costs continue to 
rise, our health benefits expense lor current employees 
continue to grow. 

Almost 90% of our career workforce is covered by 
collective bargaining agreements. We reached agree- 
ments through arbitrated settlements with all of our 

major unions in 2002. These agreements, which have 
expiration dates ranging from November 20, 2003 to 
November 20, 2006, call for basic pay increases and 
cost of living adjustments (COLAS). 

Our non-bargaining employees receive pay 
increases only through annual merit reviews. Unlike 
the rest of the federal government, these employees 
do not receive automatic salary increases, nor do they 
receive COLAS or locality pay. 

In 1995, the Board of Governors approved a group 
incentive program that covered over 80,000 supervi- 
sors, managers, postmasters, executives and staff 
throughout the Postal Service. To spur greater levels of 
performance in core areas, this incentive program set 
measurable performance goals for the entire organiza- 
tion and for each organizational unit at the beginning 
of each year. 

Participants in the program earned incentive credits 
through performance to the goals and financial per- 
formance measures, which indicated that economic 
value had been added to the organization. From 1996 to 
2001, employees earned incentive credits that were 
placed in a reserve account. Each year, approximately 
one-third of the total reserve amount was paid, and the 
remainder was held in the reselve and placed "at risk," 
pending future performance. This approach was 
designed to promote continuous improvement and cre- 
ate long-term value. While considerable service 
improvements and productivity gains resulted from this 
pay-for-pertormance system, there is still rmm for 
improvement. In 2002 management, with the Board of 

COMPENSATION ANDBENEFITS DETAILS ($ MILLIONS) 

JVT<>',, ,, -3G,fi & < ~ .  ? f;t!a!fc$ 
Compensation $36,877 $37,924 ($1,047) 

Health Benefits 3,678 3,336 342 
Retirement Health Benefits 987 858 129 
Workers Compensation' 1.51 1 970 541 

Retirement 9,105 8,885 220 

981 19 Other 
TOTAL COMPENSATlONAND BENEFITS" $53,158 $52,954 $ 204 
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-2.8% 
2.5% 

10.3% 
15.0% 
55.8% 

2.0% 
0.4% 
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Does not include POD workers' compensation cost 
Equals compensation and benefits plus interest on deferred retirement on the Financial Statements. 
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Governor's approval, decided to end the established pay- 
for-performance system. The majority of the remaining 
reserve will be paid out in October 2002. The reselye 
was recognized as expense in the years earned. 

Management is meeting with representatives from 
employee groups to redesign the performance-based 
pay systems to enhance accountability for individual 
contributions to organizational success. The new sys- 
tem will provide clear expectations and feedback on 
progress toward established goals. It will also be 
designed to reward and recognize exceptional individ- 
ual performance for achieving challenging objectives. 

RETIREEHEALTH BENEFITS 
The Postal Reorganization Act of 1970, which cre- 

ated the Postal Service, required that the Postal 
Service either participate in the Federal Employees 
Health Benefits Program (FEHB), or adopt a plan that 
would provide equivalent benefits to our employees. 
The Postal Service continued to participate in FEHB. 
Eligible postal employees with at least five consecutive 
years' participation in the FEHB immediately preceding 
retirement are entitled to continue this healthcare cov- 
erage after retirement. 

Until 1987, the cost of postal retirees' health ben- 
efits under the FEHB was paid from funds appropriated 
(tax dollars) directly to the federal Office of Personnel 
Management (or its predecessor). The Omnibus 
Budget Reconciliation Act (OBRA) of 1985 made us 
responsible for paying the government's share of 
health insurance benefits under the FEHB for those 
postal employees who retired after September 30, 
1986. The OBRAs of 1989 and 1990 retroactively 
extended our responsibility for paying health insurance 
benefits for all postal retirees and their survivors to 
July 1, 1971, the date of Postal Reorganization. The 
retroactive payments for this extended liability were 
assessed in those years and paid a i  required by law. 

FEHB, which provides health benefits to federal 
and postal employees and retirees, treats participants 
as a single group. In addition, OPM and the various 
providers control the benefits offered in FEHB. Benefits 
are equally available to participants. 

Each federal employing agency (via appropriations), 
and the Postal Service (from postal revenues), are allo- 
cated and billed the cost of the program based upon 

their respective number of participants and the weighted 
average participant medical cost. OPM negotiates rates 
with the insurance carriers, and the premiums charged 
by insurance carriers are based on the risk characteris- 
tics of the entire population of FEHB participants, 

In 1990, the Financial Accounting Standards Board 
(FASB) issued its Statement on Financial Accounting 
Standards (FAS) No.106, Employers' Accounfing for 
Postemployment Benefits Other Than Pensions, This 
standard required employers who participate in either 
single or multiple employer programs to accrue the 
future post-retirement costs of its current employees. 
Participants in a multi-employer plan were to continue 
to account for these costs as expenses in the period 
the payment is due. 

Based on analysis of FAS No.106 when the stan- 
dard was issued, management determined that our 
Participation in the FEHB for retirees most closely 
matched the characteristics of a multi-employer plan. 

We, based on a suggestion from the General 
Accounting Office (GAO) in May 2002, reviewed the 
accounting treatment of postretirement health benefits 
There have been no changes in accounting pronounce- 
ments relating to this issue, nor have there been any 
modifications to the structure of FEHB that would alter 
the original determination that recognition of these 
costs should follow that of a multi-employer plan. 

We will be paying a portion of the health benefits of 
currently retired postal employees, or their survivors, 
for the remainder of their lives. The funds to make 
future payments will come from future revenue. We 
have planned for these payments, and our practice has 
been and continues to be to include them as a part of 
our revenue requirement in the rate-making process. 

If we were not considered to be a participant of a 
multi-employer plan, we would be required to record 
and disclose our obligation for the present value of 
future costs under the program. Because there are 
several areas of judgment involved in calculating this 
obligation, estimates can vary widely based upon the 
assumptions used. An actuarial consultant we enlisted 
calculated the present value of future premium pay- 
ments to be between $40 and $50 billion, based on 
Postal Service employment since 1971. The range in 
the estimate exists only because long-term medical 
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inflation assumptions differed by 1%. All other 
assumptions for health plan utilization, benefits and 
actuarial estimates were identical. 

Under the FEHB, OPM bills us for our cost for par- 
ticipating in the plan related to retirees, and we record 
this cost as a current expense as part of our compen- 
sation and benefits expense. Our financial statements 
reflect expenses related to retiree health benefits of 
$987 million in 2002, $858 million in 2001 and $744 
million in 2000. In 2002, the increase in these costs 
represented 0.2% of total costs. 

These retiree health benefit costs are currently 
included in our rate base. Retiree health benefits costs 
represent 1.5% of our total operating expenses. 

We will continue to fulfill our obligation to fund 
retiree health benefits according to the requirements 
established by OPM and Congress. Postal revenue will 
be used to cover these cdsts in the future as they have 
in the past. 

RETIREMENTEXPENSES 

' 

While all career employees may participate in the 
Thrift Savings Plan FSP) as administered by the 
Federal Retirement Thrift Investment Board, the rules 
for participation are different for each group of employ- 
ees. We do not match contributions by CSRS or 
Dual-covered employees to the TSP, and CSRS 
employee contributions are currently limited to 7% of 
basic pay. The contribution rate increases 1 % per year 
for the next three years reaching a maximum contribu- 
tion of 1096, subject to annual dollar limitations 
imposed by the Internal Revenue Code. We are 
required to make a contribution of 1 % of basic pay to 
the TSP for FERS employees. In addition, we fully 
match FERS employee contributions up to 3%, and half 
of employee contributions between 3% and 5%. 
Employee contributions are currently limited to 12% 
for FERS employees. This rate increases 1% per year 
for the next three years reaching a maximum contribu- 
tion of 15%, subject to annual dollar limitations 
imposed by the Internal Revenue Code. The table 
below outlines our contributions to the three retirement 
plans as required by law. 

RETIREMENTCONTRIBUTIONS Based on their date of employment, our career 
employees participate in one of the three retirement 
programs sponsored by the United States govern- r ; . r .  *;<.$!$ :'.& 
ment's Office of Personnel Manaaement (OPM). Basic Annuitv 10.7% 7.0% 7.0% . .  
Employees hired before January 1, 1984, are covered 
by the Civil Service Retirement System (CSRS). 
Participating employees contribute 7% of their basic 
pay to this fund. We match the 7% contribution. 

Employees with prior government experience hired 
after December 31,1983, and before January 1,1987, 
are covered by the Dual CSRS/Social Security System 
rDual'). We contribute 7% of the employee's basic 
pay; the employee contributes 0.8% of basic pay; and 
we and the employee contribute to Social Security at 
rates prescribed by law. 

Employees hired after December 31, 1983, with' 
the exception of Dual employees. are covered by the 
Federal Employees Retirement System (FERS), a retire- 
ment program that provides benefits from three 
different sources: Social Security, a basic FERS annu- 
ity and a voluntary thrift savings plan. 

Sociai Security 6.2% 0.0% 6.2% 
TSP s5.0% 0.0% 0.0% 

The CSRS combined 14% normal cost contribution 
(7% Postal Service, 7% employee) is based on "static" 
economic assumptions of 5% return on investments, 
no future salary increases and no cost of living adjust- 
ments (COLAs) for retirees. Notably, by law, our 
retirees' COLAs are the same as all federal employees. 

We are the only federal agency to provide full fund- 
ing (principal and interest) for the retirement costs 
associated with general pay increases to CSRS 
employees and COLAs to CSRS retirees. As part of a 
multi-employer plan, the payments we make are not 
segregated for application to postal costs only. They 
are applied to total plan costs for all participants. We 
fund these deferred retirement liabilities over 30 years 
at 5% interest for active employees and 15 years at 
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PRODUCTMTY 
We use two indicators to measure our efficiency 

First, we use Output per Workhour which measures the 
change in the relationship between workload (mail vol- 
ume and deliveries) and the labor resources used to do 
the work. Second, we use Total Factor Productivity 
(TFP), which measures the change in the relationship 
between workload, and all the resources used in pro- 
ducing these outputs. Our main output is delivering mail 
and service to an expanding delivery network. 
Resources measured in the TFP calculations include 
labor for processing and delively, transportation, capital 
investments, materials and other non-personnel costs. 

During 2002, our Output per Workhour grew by 
2.296, and ourTFP improved by 1.1%. ThisTFP growth 
is equivalent to $700 million in expense reductions. 
2002 marks our third consecutive year of positive TFP 
growth, with equivalent expense reductions totaling 
over $3 billion over this time. Our productivity growth 
continues to he fueled by substantial restraints on 
resource usage. In 2002 we were able to achieve pos- 
itive TFP growth as the volume of our workload declined 
while deliveries grew, in contrast to the years before 
2001 when our strong TFP growth was fueled largely 
by absorbing an ever-increasing total workload. 

REDUCTIONIN CAREER EMPILOYEES 

-1!50R-- 

IN THE LAST THREE YEARS, WE REDUCED 
OUR WORKFORCE EVEN AS WE ADDED 
5.4 MILLION DELIVERY POINTS 

TRANSPORTATION 
Transportation expenses increased by $76 million in 

2002. On August 27,2001, we entered into a contract 
with FedEx to transport a portion of expedited mail 
through their existing air network. After the terrorist 
attacks on September 11, the Federal Aviation 
Administration placed restrictions on mail pieces weigh- 
ing more than 16 ounces, which prohibited the Postal 
Service from using commercial air carriers to carry 
packages. We were forced to move virtually all Priority 
Mail to either the FedEx network or our surface network, 
with a small volume of mail on air taxis, which is costly. 
Although the FedEx network is less expensive than our 
old dedicated network, it is more expensive than com- 
mercial air carriers. The increased use of the Fed& 
network has increased air transportation costs. We are 
currently moving 51% of Priority Mail on our surface 
network, 48% on FedEx and 1% on contracted off-shore 
air taxis to service routes not served by FedEx. 

GROWTH INTRANSPORTATION EXPENSES 
..<:.,"* 

1.5% 7.4% 10.4% 

Even with the additional increase in volume to the 
Fed& network, we were able to keep Me growth in trans- 
portation costs to a minimum. We moved more Priority 
Mail to surface transportation, reducing those network 
costs. We renegotiated our existing contract with FedM to 
lower rates as volume on that network increased. A 
decrease in mail volume and a decline in fuel prices also 
helped us control our transportation costs. 

We think that our transportation costs for 2003 will 
remain in line with our costs for 2002. We continue to 
work with the Transportation Security Administration 
with the expectation that we will again be able to use 
passenger air transportation for Priority Mail. We are 
also working to integrate and realign our distribution 
and tranmortation infrastructure. 

.,, ~, , .  
, ., . ". . ,, 
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WHEN THE 
CASH FLOW/ 
CAPEX RATIO 
FALLS BELOW 
1 OO%, 
WE CANNOT 
PAY FOR ALL 
CAPITAL WITH 
INTERNALLY 
GENERATED 
FUNDS 
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CAPITAL 
Capital cash outlays are the payments we make for 

such capital improvements as facilities, automation 
equipment and information technology. During the 
year, when we realized that cash flow from operations 
was going to be significantly less than we had 
expected, we reduced our capital commitments, and 
we continued the freeze on new facility commitments 
to avoid a major increase in borrowing. 

The Cash Flow/Capital Expenditure (CAPEX) ratio 
shows the relationship between these main drivers of 
our debt balance. CAPEX is computed by dividing cash 
flow from operations by capital cash outlays. In 2000 
and 2001, the CAPEX r a t i  was close to 40%, and debt 
was increased substantially to cover the gap. In 2002, 
a $176 million increase in cash flow from operations 
and a $1.3 billion reduction in planned capital expen- 
ditures raised the CAPEX ratio to 84%. The remaining 
gap was covered by reducing non-appropriated cash 

CASH FLOWKAPITAL EXPENDITURE (CAPEX) RATIO 

100% 
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40% 

20% 
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$2500MILLION 

BUT MUST 
INCREASE DEBT 
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AVAILABLE 
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$-5M)MILLION 1998 
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on hand. This reduction in available cash not only cov- 
ered the difference between cash flow from operations 
and capital expenditures, but it also permitted a $200 
million reduction in debt as shown in the graph. In 
other words, our beginning cash balance of $1.0 bil- 
lion allowed for reduction in debt without the use of 
appropriated funds. 

CAPITALINVESTMENTS 
All major capital projects, generally defined as 

projects greater than $1 0 million, require authorization 
by the Board of Governors. At the beginning of the 
year, there were 56 Board-approved projects in 
progress. During the year, 10 additional projects, total- 
ing $1,261 million, were authorized. The following 
table shows the project authorization history and the 
commitment and capital cash outlays for the 
50 Board-approved projects active at the end of the 
year, While the funding for a project may be authorized 
in one year, the commitment, or contract to purchase 
or build the project, may occur over several years. In 
addition, the actual payment, or capital cash outlays, 
for the project may occur over several years. In the fol- 
lowing table, the $1,030 million in capital outlays for 
hoard approved projects for 2002 represents outlays 
for commitments made in previous years as well as 
some commitments made in 2002. 

ACTIVE BOARD-APPROVEDCAPITAL 
PROJECTS AT END OF 2002 ($ MILLIONS) 

, .,,. , , ~ ,  ., ,, ~. ,, __.- , ,  - . 

2002 $1,789 $823 $1,030 

2001 1,375 51 7 896 

2000 436 1,037 379 

1999 
and earlier 2,092 1,570 578 

TOTAL $J,692 $3,947 $2,883 

'This table summarizes the Cash Outlays and 
Commitments made that year for each of the 
active, Board-approved projects, regardless of the 
year in which the Board authorized the project. 

~~ ~~ ~ 

CAPITALFREEZE 
We prioritize all proposed capital projects, giving 

the highest priority to investments related to the safety 
of our employees and customers, legal reauirements, 
emergencies and investments that produce labor effi- 
ciencies. We placed a freeze on all other new facilities. 
Our total capital commitments for 2002 were $1.3 bil- 
lion with cash outlays of $1.7 billion. 

Our capital plan for the future calls for aggressive 
cost management by developing and deploying new 
automation and rnechanizatiin equipment that will 
increase our operating efficiency. We estimate our total 
capital commitment plan for 2003 at $2.5 billion. We 
will continue to concentrate on maintaining such infra- 
structure as facilities, vehicles and systems, as well as 
return on investment projects. Under this plan, we will 
make investments in programs that reduce work hours 
in our distribution, processing and delivery operations. 
A prime example of this type of investment is Postal 
Automated Redirection System (PARS) approved by the 
Board of Governors in 2002. PARS will identify and 
intercept letters that should be forwarded during the 
initial handling and automatically redirect them to the 
new address. Each year we process more than 43 mil- 
lion change-of-address orders and over 5 billion 
pieces of mail that must be either forwarded, returned 
to sender or handled alternatively. The total cost attrib- 
uted to this activity exceeds $1.5 billion annually. PARS 
technology will help us capture cost savings by reduc- 
ing labor and the time required for delivery. 

With the exception of mail forwarding, there are no 
new major automated equipment initiatives left for let- 
ter mail. We will focus on flat mail processing, 
including the Flats Optical Character Reader, Flats 
Identification Code Sorter and the Flats Feeder 
Enhancement Program. We expect this focus will be as 
successful as our efforts in reducing costs for letter 
mail processing. 

In 2001, our facility-related investments were lim- 
ited to those that addressed emergency, safety and 
legal issues; modifications to ongoing construction; 
planning funds for a small number of major projects 
and opportunities for revenue generation or significant 
savings. In 2002, we expanded these criteria to 

~ ~~ 
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address high-growth areas, facility obsolescence and 
necessary maintenance of our real property assets. We 
review projects meeting these criteria on a case-by- 
case basis. 

DEBT 
From 1997 through 2001, our capital cash outlays 

exceeded cash flow from operations by $5.3 billion, so 
we covered the difference with borrowed funds. Our 
debt outstanding With the Department of the Treasury's 
Federal Financing Bank increased by $5.4 billion dur- 
ing that period. This year, however, we were able to 
reverse the trend of increasing debt each year. 
Debt outstanding at the end of the year was $1 1.1 bil- 
lion, a decrease of $200 million compared to 2001. 

Our debt balance at the end of the year represents 
our highest level of debt for the year because, while we 
accrue our expenses for workers' compensation and 
deferred retirement benefits throughout the year, we 
make the actual payments in late September. This year 
we paid $4.7 billion, including $787 million for work- 
ers' compensation and $3.9 billion for the Civil Service 
Retirement System (CSRS) deferred retirement costs 
and cost of living adjustments (COLAS) for retirees. Our 
cash flow throughout the year was sufficiently strong 
to reduce debt from the prior year-end level. We have 
debt financing flexibility and can manage the fluctua- 
tions in our debt during the year by actively managing 

DEBT BALANCEDURING THE YEAR 
SlZBlLLlON 

our credit lines. However, just as our debt balance at 
year-end has increased in recent years, so has our 
average debt level. The graph of our debt during the 
year illustrates this point well, showing that the peaks 
were setting higher each year. 

DEBT/AVERAGEDEBT/INTEREST EXPENSE 

2002 $11.1 7.7 $340 
2001 11.3 6.4 306 
2000 9.3 4.7 220 
1999 6.9 3.9 158 
1998 6.4 3.2 167 

For 2002, our average outstanding debt during the 
year was less than the prior year-end balance but 
increased 20.3%, or $1.3 billion, to $7.7 billion. Our 
interest expense totaled $340 million in 2002, com- 
pared to $306 million in 2001, Managing cash and 
debt on a daily basis is one of the means we use to 
minimize annual interest expense. 

OUR DEBT PEAKS EACH YEAR 
ON SEPTEMBER 30 

SlOBILLION 

@BILLION 

SBlLLlON 

%BILLION 

S2BlLLION 

SOBILLION 
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MANAGINGNET INTEREST EXPENSE 
AND RISK 

Our interest expense is determined by the interac- 
tion of a number of variables including day-to-day cash 
flows, the behavior of interest rates and our debt man- 
agement activities. 

We prefer to maintain a mix of fixed- and floating- 
rate debt because we believe that, over the long term, 
variable- or floating-rate debt may provide more cost- 
effective financing than 100% lixed-rate debt. 
However, we strive for a favorable balance, and we 
borrow fixed-rate debt when market opportunities 
arise, or when we believe doing so reduces risk. Such 
was the case this year with long-term interest rates 
declining to historically low levels not seen in 40 years. 
We shifted the balance of our debt porffolio toward 
more fixed-rate long-term debt, reducing our exposure 
to any increase in interest rates. 

We entered 2002 knowing that $1.1 5 billion of our 
long-term debt would become reclassified as short-term 
debt by the end of the year. We also believed that long- 
term rates had become vely attractive for borrowers. 

Rather than execute all of our transactions at one 
time, we prefer to assess market conditions continu- 
ously and then make measured increments in our 
borrowing. Beginning in February, and then again in 
July and September, we added $2.7 billion in long-term 
debt in eleven separate transactions. The weighted 
average rate on this year's financings was 4.36%, and 
the weighted average maturity was 10.49 years. We 
benefited from declining rates by stabilizing future 
interest expense volatility 

At year-end, our long-term debt was $7.3 billion, 
with a weighted average interest rate of 5.01%, in 
comparison with $5.75 billion and a weighted average 
rate of 5.17% at the end of 2001. Our 2002 borrow- 
ing transactions ranged from a high of 5.522% for a. 
twenty-nine-year maturity to a low of 3.449% for a 
five-year maturity. As we enter 2003, our debt pwtto- 
lio puts us in a good position to manage interest 
expense and risk for next year and beyond. 

AT THE END OF 2002: ONLY $250 MILLION OR 2% OF 
OUR DEBT HAD A RATE ABOVE 6%. 

40% had a 2002 
rate 

40% 

below 

I 

INTEREST 
RATE 

<4% 
4% - 

1 
56% of our debt had a 
rate below 4% 

AT YEAR-END 2002, 
$2,7 BILLION OF OUR 
DEBT HAD AN INTEREST 
RATE BELOW 2%. 
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LIQUIDITY 
Liquidity is the cash that we have in the bank (the 

Postal Service Fund) and the amount of money we can 
borrow immediately if needed. in recent years we have 
relied less on the cash we have on hand and more on 
the readily available cash we can borrow as needed. 
Our Note Purchase Agreement with the Federal 
Financing Bank, renewed this year, provides for rev& 
ing credt lines of $4 billion. These credit lines enable us 
to draw up to $3.3 billion with two days' notice and up 
to $600 million on the Same business day. Under this 
agreement we can alw use a series of other notes with 
varying provisions to draw upon with two days' notice. 

We are limited in the amount of funds we can bor- 
row by the amount of debt authorized by the Board of 
Governors and by certain statutory limits on our bor- 
rowing. First, our total debt outstanding cannot exceed 
$15 billion. Second, the net increase in debt for any 
year cannot exceed $2 billion for capital purposes and 
$1 billion for operating purposes. 

The economic slowdown had a negative impact on 
our cash flow. In addition, we were the target of muiti- 
ple acts of terrorism. Both management and the 
Governors moved immediately to counteract the 
effects of these actions on our cash flow and liquidity. 
To increase cash flow on the revenue side, we imple- 
mented new postage rates on June 30, three months 
ahead of schedule. On the disbursement side, we 
reduced expenses and, therefore, increased our cash 
flows from operations. By increasing revenue and 
reducing expenses, we limited our net loss to 
$676 million. We also continued our freeze on capital 
facility projects and reduced planned cash outlays for 
capital by $500 million. In addition, we received $762 
million in emergency appropriations, most of which we 
had not disbursed by the end of the year. 

We are currently projecting net income of $600 
million and capital expendmres, funded by qxrations, 
of $2 billion in 2003. If we achieve these targets, we 
should generate excess net cash flow that can be 
applied to debt reduction. Debt reduction beyond 2003 
will depend on our ability to operate at close to a break- 
even net income combined with capital expenditures 
that approximate our depreciation expense. The require- 
ment that customers pay for postage before mail can be 
processed reduces our need for external financing. Any 
change to this policy would adversely affect our level of 
debt outstanding. Payment of retirement expenses is not 
problematic since these expenses are provided for on an 
ongoing basis in the cost structure of postage rates. 
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Board o i  Gmwnors 
United States Postal Swvlce 

We have audited the accompanying balance sheets 
of the United States Postal Service as of September 30, 
2002 and 2001, and the related statements of opera- 
tions, changes in net capital deficiency and cash flows 
for each of the three years in the period ended 
September 30, 2002. These financial statements are 
the responsibility of the United States Postal Service's 
management. Our responsibility is to express an opin- 
ion on these financial statements based on our audits. 

We conducted our audits in accordance with audit- 
ing standards g6nerally accepted in the United States 
and the standards for financial audits contained in 
Government Auditing Standards, issued by the 
Comptroller General of the United States. Those stan- 
dards require that we plan and perform the audit to 
obtain reasonable assurance about whether the finan- 
cial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the 
accounting principles used and significant estimates 
made by management, as well as evaluating the over- 
all financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to 
above present fairly, in all material respects, the finan- 
cial position of the United States Postal Service at 
September 30,2002 and 2001, and the results of its 
operations and its cash flows for each of the three 

years in the period ended September 30,2002, in con- 
formity with accounting principles generally accepted 
in the United States. 

In accordance with Government Auditing 
Standards, we have issued our report dated November 
8, 2002, on our consideration of the United States 
Postal Service's internal control over financial reporting 
and on our tests of its compliance with certain provi- 
sions of laws, regulations, contracts and grants. That 
report is an integral part of an audit performed in 
accordance with Government Auditing Standards and 
should be read in conjunction with this report when 
considering the results of our audit. 

u+ ~ L L P  
McLean, VA 
November 8,2002 
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Operating revenue - Note 7 
Operating expenses: 

$66,463 

Compensation and benefits - Notes 2, 3, 4 and 6 51,557 
Transpactation 
Other 

Total operating expenses 

Income from owrations 

Interest and investment income 
Interest expense on deferred 
retirement liabilities - Note 6 . 

Interest expense on borrowings 
Emergency preparedness appropriations - Note 10 
Emergency preparedness expenses - Note 10 

Net Loss 

See accompanying notes to financial statements. 

L'.i., 

$65,834 

51,351 
5,056 

~~ 9,233 

65,640 

194 

35 

(1,603) 
(306) 

-2 ' ( 5  

$64,540 

49,532 
4,709 
8,751 

62,992 

1,548 

41 

(1,568) 
(220) 

$(199) - 
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September 30, 
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ASSETS 
CURRENT ASSETS 
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Cash and cash equivalents - Note 2 

Receivables: 

Foreign countries 

US. government 

Consignment 

Other 

Less allowances 

Total receivables, net 

Supplies, advances and prepayments 

TOTAL CURRENT ASSETS 

OTHER ASSEIS, PRINCIPALLY REVENUE FORGONE 
APPROPRIATIONS RECEIVABLE - NOTE 7 

PROPERTY AND EQUIPMENT, AT COST: 

Buildings 

Equipment 

Land 

Leasehold improvements 

Less allowances for depre itic mortization 

Construction in progress 
TOTAL PROPERTY AND EQUIPMENT, NET 

DEFERRED RETIREMENT COSTS - NOTE 6 

TOTALASSETS 

see accompanying notes to financial st&ments. 

?it02 

s 1,156 

592 

125 

55 
137 

909 
112 

797 
327 

2,280 

______ 

~- 

~- 

368 

19,513 

16,421 

2,776 

1,098 
39,808 

16,895 

22,913 
______ 

1,223 
24,136 

32,231 

$59,015 

~ 

______ 

- 

:laoy 

$ 1,005 

379 

133 

55 
151 

718 

110 

608 
320 

1,933 

__ 

~~ 

372 

18,808 

15,456 

2,684 

1,163 

38,111 

15,317 

22,794 

~ 

1,969 
24,763 

32,023 

$59,091 

______ 

______ 

- 

~ 

38 I ZWZANNUAL REPORT UNITED STATES POSTAL SERVICE 



, ,  

UllWMEs AND H R  CAPITAL DEFICIENCY 

CURRENT LIABILInES: 

Compensation and benefits 

Estimated prepaid postage 

Payables and accrued expenses: 

Foreign countries 

U.S. government 

Emergency preparedness appropriations 

Other 

Total payables and accrued expenses 

Prepaid box rentals, permit and metered mail 

Outstanding postal money ordek 

Current portion of long-term debt 

TOTAL CURRENT LIABILITIES 

S 5,113 $5,810 

1,500 1,623 

740 

246 

Note 10 583 

514 

2,161 

2,011 

986 

3,815 

15,5116 
____ 

LONG-TERM DEBT, LESS CURRENT PORTION - NOTE 5 

OTHER LIABILITIES: 

Amounts payable for deferred retirement benefits - Note 6 

Workers' compensation costs - Notes 2 and 3 

Employees' accumulated leave 

Other 

TOTAL OTHER LIABILITIES 

COMMITMENTS AND CONTINGENCIES - NOTES 8 AN0 9 

TOTALLlABlLiTlES 

NET CAPITAL DEFICIENCY: 

Capital contributions of the US. government 

Deficit since reorganization 

TOTAL WETCAPITAL DEFICIENCY 

TOTAL UABUTE#NO NET CAPITAL DEFICIENCY 

See accompanying notes to financial statements. 

7,300 

30,046 

5,815 

2,008 
1,182 

39,131 

_ _ ~  

62,017 

3,031 

(e,ws) 
(3,002) 

~ 

S9,015 - - 

499 

151 

956 

1,606 

1,866 

988 

5,564 

17,457 

- 

____ 

5,751 

29,932 

5,167 

2,124 

986 

38,209 

____ 

61,417 

3,034 

(5,360) 
(2,326) 

____ 

$59,091 - - 



Year ended September 30,2002,2801 and 2000 

Ibcliiit Total Met 
srrrce Capital 

neorgasiiaa sicla Deficiency 

Balance, September 30, 1999 $3,034 $ (3,481) $ (447) 
(1 99) (1 99) - 

~ ~ _ ~ _  Net Loss 
~ 

Balance, September 30, 2001 3,034 (5,360) (2,326) 
W6) Net Loss - 

~ 

( 6x1 

See accompanying notes to financial statements 

~ 
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CASH FLOWS FROM OPERATING ACTIVITIES: 
Net loss 
Adjustments to reconcile net (loss) to net cash provided by operating activities: 

Depreciation and amortization 
(Gain) loss on disposals of propem and equipment, net 
Decrease n other assers. pr,rc;pa ly revenue forgone 
appropr alions rcceivab e 

Increase in USPS workers' compensation 
Increase (decrease) in Post Office Department workers' compensation 
(Decrease) increase in employees' accumulated leave 
Increase (decrease) in other liabilities 
Changes in current assets and liabilities: 

Increase in receivables,net 
(Increase) decrease in supplies, advances and prepayments 
(Decrease) increase in compensation and benefits 
(Decrease) increase in estimated prepaid postage 
(Decrease) increase in payables and accrued expenses 
Increase (decrease) in prepaid box rentals, permit and metered mail 
(Decrease) increase in outstanding postal money orders 

Net cash provided by operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Purchase of property and equipment 
Proceeds from sale of property and equipment 

Net cash used in investing activities 

CASH FLOWS FROM FiNANClNG ACTIVITIES 
U.S. government emergency preparedness appropriations 
Less portion used to offset expenses 

Appropriation balance 
Issuance of debt 
Payments on debt 

Net cash provided by financing activities 

Net increase in cash and cash equivalents 
Cash and cash equivalents at beginning of year 

CASH AND CASHEQUIVALENTS AT END OF YEAR 

Year endeckSeptember 30, 

3002 2m1 zouo 

762 

583 
(179) ___ ~ 

2,700 5,651 5,550 
(3,652) (3,151) 

383 1,999 2 ,399 

151 322 352 
331 683 

$1,156'" $ 1,005 $ 683 

___ 1,ooJ ~- 

- - - - - - 
See accompanying notes to financial statements. 
Includes $38 million for purchase of emergency preparedness equipment not yet placed in service. See Note 10. 
Includes cash of $545 million to be used for emergency preparedness. See Note 10. 
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DESCRIPTIONOF BUSINESS Price Setting Process - 
hi-+ llrn -+ nnnrm+,nnr Since 1971, the Act has required the Postal Service to 

establish prices that cover the costs of operating the 
The United States Postal Service (Postal Service) pro- postal system, The Act established the independent 
vides mail service to the public, offering a variety of Postal Rate with oversight responsibility 
classes of mail services without discrimination among for mail prices, subject to apprwal by the of 
its many customers. This means that within each class the postal Service, The Act provides for the of of mail our price does not vary by customer for the lev- 
els of service we provide. This fulfills our legal mandate 

IYClIUIC UI ulJcia,iv,,> 

financial losses through future rate increases. 

to offer universal services at a fair price. Our primary 
lines of business are First-class Mail, Standard Mail 
and Priority Mail. The principal markets for these sew- 2 ! W M W W O F  SENlFlCANT 
ices are the communications, distribution and delivety, ACCOUNTING POLICIES 
advertising and retail markets. Our products are dis- 
tributed through our 38,000 past offices and a large Basis of Accounting and Use of Estimates 
network of consignees. As in the past, we continue to we maintain our accounting records and prepare 
conduct our significant operations primarily in the our financial statements on the accrual basis 
domestic market, with international operations repre- of accounting, This basis conforms to accounting prin. 

ciples generally accepted in the United States. senting less than 2% of total revenue. 

Our labor force is Primarily represented by the Following these principles, we made estimates and 
American Postal Workers Union, National Association Of assumptions that affect the amounts we report in the 
Letter Carriers, National Postal Mail Handlers Union financial statements and notes, ~,.tu~l may df- 
and National Rural Letter Carriers Association. Almost fer from our estimates, 
90% of our career employees are covered by collective 
bargaining agreements. Agreements with the unions cash Equivalents 
representing all of these employees were finalized dur- 
ing 2002.The agreements with the major unions expire 
between November 20,2003 and November 20,2006. 

Cash equivalents are securities that mature within 90 
days or less from the date we buy them. We recognize 
checks outstanding as a current liability until presented 
for payment. Postal Reorganization 

The Postal Service commenced operations on July 1, 
1971, in accordance with the provisions of the Postal 
Reorganization Act (the Act). The equity that the U.S. 
government held in the former Post Office Department 
became the initial capital of the Postal Service. The 

Current 
The cumnt value of our debt is what it would cost to 
pay off the debt if we used the current yield on equiva- 
lent US. Treasuly debt. 

of Financial 

,~~ ~ ~ ~I ~~,~~~ I ~ ~~~~ ~~~~~~~ ~ 

lated depreciation. The initial transfer of assets, Supplies, advances and PrePaYmenb are Primarily 
including property, equipment and cash, totaled $1.7 composed Of our inventories of supplies, motor vehicle 
billion. Subsequent cash contributions between 1973 parts, repairable parts for mail processing equipment 
and 1982 totaled approximately $1.3 billion, resulting and ~ d v a ~ c e s  to employees for annual h v e .  
in total government contributions of approximately $3 We Value Our inventories at the lower Of average cost 
billion, The U.S. government remained responsible for or current market price. Total inventories amounted to 
all the liabilities attributable to operations of the former $136 million at the end Of 2002 and $1 52 million at 
POD. However, under the Balanced Budget Act of the end of 2001. 
1997, the remaining liability for certain PO0 costs was 
transferred to the Postal Service. See Note 3 for addi- Propem and Equipment 
tional information on costs transferred to the Postal We record property and equipment at what it costs us 
Service. to acquire the assets, including the interest we pay 
Although the Postal Service is excluded from the U.S. On the money we borrow to pay for the construction 
government budgetary process, the postal service of major capital additions. This interest amounted 
enters into significant transactions with other govern- to $23 milliOn in 2002, $50 million in 2001 and 
ment agencies, as disclosed throughout these $49 mil1ion in 2ooo. 
financial statements. 
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We depreciate buildings and equipment over their esti- 
mated useful lives, which range from 3 to 75 years, 
using the straight-line method. We amortize leasehold 
improvements over the period of the lease or the use- 
ful life of the improvement, whichever time is shorter. 

trnpaired Assets 
We record losses on long-lived assets when events and 
circumstances indicate it is probable that the assets 
are impaired. In accordance with FAS Statement No. 
121, Accounting for the Impairment of Long-lived 
Assets and for Long-lived Assets to be Dispsed Of, we 
have written down our impaired assets to the lower of 
cost 01 fair value. No material impairments were 
recorded in 2002,2001 or 2000. 

accordance with FAS Statement No. 87, Emplager's 
Accounting For Pension Costs. See Note 6 for addi- 
tional information. 

Post-Retirement Health Benefits 
Retiree health benefits costs are our obligation to pay a 
portion of the health insurance premiums of those 
retirees and their survivors who participate in the 
Federal Employees Health Benefits Program (FEHBP). 
We account for our participation in FEHBP as a partic- 
ipant in a multi-employer plan arrangement. Therefore, 
the costs of retiree health benefits are expensed as we 
incur them. See Note 4 for additional information. 

Workers' Compensation Costs 
We are self-insured for workers' compensation costs 

Revenue RecognitioniEstimated Prepaid Postage under a nroaram administered bv the DeDartment of , ~ ~ < ~  ~~ ~~~~~ 

We recognize revenue when selvice is rendered. labor (DOL). We record these co&whichinclude the 
Estimated prepaid postage is the amount of cash we employees' medical expenses and p3Yment for Contin- 
estimate that we collected by the end of the year for uation of wages, as an operating expense. 
services that we will perform in the following year. In At the end of the year, our liability represents the esti. 
2002 after extensive analpis, we changed Our mated present value of the total amounts we expect to 
mate of the sampling per id for meter customers from pay in the future for postal workers injured through the 
92 days to 30 days to closely reflect the meter end of 2002. In our calculation of present value, a net 
resetting practices of our customers. The impact of this discount rate of 1.4% for medical expenses and 3.0% 
change in estimate is a $1 13 million reduction of the for compensation 
liability in 2002. 

The estimate of the total costs of a claim is based upon 
is used, 

Compensation and Benefits Payable 
This is the salaries and benefits we owe to current and of our experience with such an injury, and other 
retired employees, including the amounts employees see Note for information, 
have earned but have not vet been naid. current work- 

the seventy of the injuy the age of the injured employee, 
the assumed life expectancy of the employee. the bend 

, .  

ers' ComPe~SatiOn, Unemployment Costs, health Emergency Preparedness Appropriations 
benefits and the current portion of the amounts 
payable for retirement benefits. Emergency preparedness appropriations are the funds 

received from the federal government to help fund costs 
Deferred Retirement Benefits and Costs 
This is the present value of our estimated legal obliga- 
tion to the Civil Service Retirement and Disability Fund 
(CSRDFJ for the amount of retirement benefits payable 
in the future for our current Civil Service Retirement 
System (CSRS) employees' retirement and our present 
retirees and their suIvivors. The present value of our 

to keep the mail, postal employees and pasta1 customers 
safe. Upon receipt of the funds, we establish a liability. 
Upon use of the funds, we recognize non-operafing 
revenue to the extent of the expenditure. For capital 
equipment, we recognize non-operating revenue over 
the estimated useful life of the equipment when placed 
into service. See Note 10 for addtional information. 



the Postal Service. However, we do not anticipate this on or after July 1, 1971. Hawever, we do not include 
statement will have a material impact on the financial the costs attributable to Federal civilian sewice before 
position or results of our operations. that date. 

We account for post-retirement health benefits as a 
participant in a multi-employer plan arrangement in 

3 WORKERS'COMPENSATION accordance with FAS Statement No. 106, €mp/oyers' 
At the end of 2002, we estimate our total liability for Accounting for POStretirenIefIt Benefits Other Than 
future workers' compensation costs, excluding Post Pensions. Our FEHBP costs amounted to $987 million 
mce Department (POD) liability, at $6,525 million.Atthe in 2002, $858 milliOn in 2001 and $744 million in 
end of 2001, this liabilty was $5,804 million. 2000. We include these costs in our compensation and 

benefits expense. In 2002, we recorded $1,511 million in workers' com- 
pensation expense, compared to the $970 million we 

5 DEBT ANDRELATED recorded in 2001 and the $91 1 million we recorded in 
2000. Our liability for future workers' compensation 
costs for POD claims was $185 million in 2002 and INTEREST COSTS 
$' 72 million in 'Ool ' In 2o028 we recorded an Under the Postal Reorganization Act, as amended by 
expense of $13 million for POD, compared to the $9 public bw 101.227, we can issue debt obligations, 
million we recorded in 2001 and $14 million in 2000. However, we are limited to net annual increases of $2 
In 2000, we refined our methodology used to estimate billion in our debt for capital improvements and to $1 
the present value of the total amounts we expect to pay billion for operating expenses. Our total debt cannot 
for current Postal Service workers' comoensation exceed $1 5 hillinn .......I 

claims. The major refinement is the use of a life table Debt is due as follows (dollars in millionsl: 
that reflects lono-term exoerience with a disabled DOD- 
ulation to estimate mortality rates of our permanenily 
disabled population. Previously, we had used a life 
table that reflected experience with the general United 
States population. In management's opinion, the 
refinements result in a better estimation of our liability 
for future outlays on behalf of Postal Service workers' 
compensation claimants. The effect of the refinements 
was a reduction of $423 million in the 2000 comoen- 

year 
20,j3 
2o04 
2005 
2o06 
2007 
After 2007 

Amount 
$3.81 5 

300 
950 

1,250 
4,800 

sation and benefits expense 
Cash outlays for interest were $339 million in 2002. 
$339 million in 2001 and $263 million in 2000 
At year-end, the current estimated market value of 
our debt is $11,991 million in 2002 and $11,650 

4 POST-RETIREMENTHEALTH 
r.?. --,.,.-". "_ 
t l t l V t t l  I rKUbrlHIVIb million in 2001 (Note 2). All notes payable to the 

Career employees of the Postal Service are covered Federal Financing Bank (FFB) may be repurchased at 
by the U.S. government health plan, the Federal current value at any time with five days' notice of 
Employees Health Benefits Program (FEHBP). The intent to do so. 
Office of Personnel Management administers the pro- 
gram and allocates the cost of the program to the 
various participating employers. Our portion of the 
cost is based upon the average premium cost of the 
various employee coverage choices and the specific 
coverage choices made by our employees. The 
employees of the Postal Service pay for 16.5% of the 
cost, and we pay the remainder. 
Employees of the Postal Service who participate in the 
FEHBP for at least the five years immediately before 
their retirement may participate in the FEHBP during 
their retirement. The Omnibus Budget Reconciliation 
Act of 1990 requires us to pay the employer's share of 
health insurance premiums for all employees, and their 
survivors, who participate in the FEHBP and who retire 

~ 
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OUR DEBTCONSISTS OF THE FOLLOWING 

IhIPrP4 .. 
Rate%- Terms"~ ~~~ 

NOTES PAYABLE TO THE~FEDERAGNANCING BANK JFFB): 

September 30, 
- -  2002-- 

1.729" 

2.489 
2.501 

5.568 
4.543 
1.790"' 

3.858 
3.636 
4.780 
5.412 
4.437 
4.325 
3.449 
3.714 
5.688 
5.546 
5.426 
4.981 
4.910 
4.808 
5.355 
4.999 
4.925 
4.414 
4.594 
5.012 
3.903 
5.959 
5.726 
5.606 
4.836 
6.299 
5.591 
5.41 7 
4.976 
5.522 

Overnight revolving credit facility; final maturity 
date Mav 10, 2003 
PayableMarch 28, 2002 
Floating rate; payable December 28, 2001, 
March 28,2002 and June 28,2002 
Payable December 31,2002 
Payable February 28,2003 
Short-term, floating rate, revolving credl facility; 
final maturity date May 9, 2004 
Payable July 31,2003 
Payable February 15,2005 
Payable November 15,2005 
Payable November 15,3305 
Payable May 15,2006 
Payable November 15,2006 
Payable May 15,2007 
Payable May 15,2007 
Payable August 15,2007 
Payable August 15, 2007 
Payable May 15,2008 
Payable May 15,2008 
Payable May 15,2008 
Payable November 17,2008 
Payable August 16,2010 
Payable February 15.201 1 
Payable August 15,201 1 
Payable February 15,2012 
Payable February 15,2012 
Payable February 15,201 2 
Payable August 15,2012 
Payable November 15,2027 
Payable November 15, 2027 
Payable November 15,2027 
Payable November 15,2027 
Payable May 15,2030 
Payable May 15,2030 
Payable February 18,2031 
Payable February 18,2031 
Payable February 18,2031 

MORTGAGENOTES PAYABLE: 
5.00 to Maturing from fiscal years 2003 through 2039 
9.25 secured by land, buildings and equipment 

with a carrying amount of $16 million. 

Less current portion of debt 

$ 214 

200 
200 

2,450 
750 
300 
200 
500 
250 
200 
250 
250 
400 
150 
200 
200 
200 
300 
500 
200 
200 
250 
250 
200 
250 
400 
100 
300 
100 
250 
250 
200 
250 
200 

11,114 

1 
11,115 
3,815 

$7.300 
__ 

2001 ~ ~ - -  

$363  
800 

1,000 
200 
200 

3,400 
750 

200 
500 
250 

400 
150 
200 
200 
200 

500 
200 
200 

400 
100 
300 
100 
250 
250 
200 

11,313 

2 
11,315 
1 5 564 
$5,751 

_ _  

- - - - 
* 

** Prioryear rate was 2.521%. 
'** Prioryear rate was 2.501%. 

All debt is repurchasable at any time at a price determined by then current FFB rates 

~~~ ~ ~ ~~ . ~~ ~ ~~~~~~~~ 
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6 RETIREMENTPROGRAMS 
We account for retirement benefits as a participant 
in a multi-employer plan arrangement, in accordance 
with FAS Statement No. 87, Employers' Accounting 
for Pensions. 

With certain exceptions, employees participate in one 
of the following three retirement programs based upon 
the starting date of their employment with the Postal 
Service. Employee and employer contributions are 
made to the Civil Service Retirement System, the Dual 
System or the Federal Employees Retirement System, 
which are administered by the Office of Personnel 
Management. Employees may also participate in the 
Thrift Savings Plan, which is a defined contribution 
retirement savings and investment plan. Postal Service 
employees are authorized to participate in the Thrift 
Savings Plan by. the Federal Employees Retirement 
System Act of 1986. The Plan is administered by the 
Federal Retirement Thrifl Investment Board. We and all 
employees also contribute to Medicare at the rate pre- 
scribed by law. 

Civil Service Retirement System (CSRS) 
Under the Postal Reorganization Act, officers and 
career employees are covered by the Civil Service 
Retirement System, which provides a basic annuity. 
The CSRS fund covers substantially all employees hired 
prior to January 1, 1984. We do not match contribu- 
tions to the Thrift Savings Plan for employees who 
participate in the CSRS. 

Dual Civil Service Retirement System (Dual 
CSRS)/Social Security System 
Employees with prior U.S. government Service who were 
hired between Janualv 1,1984. and Janualv 1,1987, 

We and the employee contribote to Social Secunty and 
the basic annuity plan at the rate prescribed by law. In 
addition, we are required to contribute to the Thrrft 
Savings Plan a minimum of 1% per year of the basic 
pay of employees covered by this system. We also 
match a voluntary employee contribution up to 3% of 
the employee's basic pay, and 50% of a contribution 
between 3 and 5% of basic pay. 
Percentages of employer and employee contributions 
are as follows for each of the three plans for 2002, 
2001 and 2000 

2m2 200i 1ooo 
CSRS 
Employer 7 0  7.0 7.0 

DUAL CSRS 
Employer 7 0  7.0 7.0 

FERS 
Employer 10.7 10.7 10.7 

The number of employees enrolled in each of the 
retirement plans at the end of 2002,2001 and 2000 IS 
as follows: 

Employee 7.0 7.0 

Emproyee 0.8 0.8 1.2 

Employee 0.8 0.8 1.2 

2RD2 2w1 
CSRS 230,632 248,347 
DualCSRS 10,828 11,440 
FERS 510,237 514,870 

Deferred Retirement Costs 
Deferred retirement costs consist of 
(dollars in millions): 

the 

2050 
263,383 

12,021 
510.509 

following 

are covered by the- Dual Civil Service Retirement 2002 26.m 
System/Social Security System. we and the employee CSRS basic pay increases $24,602 $24,843 
contribute to Social Security at the rate prescribed by csRs retirees, and survivors, law. We do not match contributions to the Thrift Savings cost of Plan for employees who palticipate in the Dual System. 

TOTAL 

Federai Employees Retirement System (FERS) There are no deferred retirement costs associated 
Effective January 1,1987, officers and career employ- with FERS 
ees hired since December 31,1983, except fw  those 
covered by the Dual System, are covered by the 
Federal Employees Retirement System Act of 1986. In 
addition, employees hired before January 1, 1984, 
could choose during certain periods In 1987,1988 and 
1998 to participate in the FERS. This system consists 
of Social Security, a basic annuity plan, and a Thrift 
Savings Plan. 

7,180 
$32.231 $32,023 

629 

- -  
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Deferred Retirement Liabiiity - 
Civil Service Retirement System 
When we increase CSRS employees' current basic pay, 
we are, by law, liable for the estimated additional 
deferred retirement liability. The Office of Personnel 
Management determines the estimated increase in the 
deferred liability of the Civil Sewice Retirement and 
Disability Fund (CSRDF) resulting from basic pay 
increases. We amortize and pay this amount in 30 
equal annual installments, which includes interest 
computed at a rate of 5% per year. We make the first 
payment at the end of the year in which employees 
receive their pay increase. 
The increase in our deferred liability for retirement ben- 
efits under the CSRS as a result of basic pay increases 
was $1,153 million in 2002, $313 million in 2001 and 
$1,635 million in 2000. 

Deferred Retirement Liability - 
Retirees' and Their Survivors' Cost of Living 
Adjustments (COLAS) 
Congress determines the COLAS granted to our 
retirees. Under the Omnibus Budget Reconciliation Act 
of 1990, we are liable, by law, for our share of the 
COLAS granted to those retirees, and their suwivors, 
retiring on or alter July 1, 1971. We are not responsi- 
ble for any costs due to federal civilian service before 
that date. 
Each year the Office of Personnel Management deter- 
mines the estimated increase in our share of the 
liability of the CSRDF under this law for the current 
year. We amortize and pay each year's amount in 15 
equal annual installments, which include interest com- 
puted at a rate of 5% per year, 
The increase in our deferred liability for our retirees' 
COLAS was $1,329 million in 2002, $1,668 million in 
2001 and $1,056 million in 2000. 

- 
Future Minimum Payments 
The future minimum payments we have to make in 
order to fund CSRS benefits and retirees' COLAS as of 
September 30, 2002, are as follows (dollars in mil- 
lions): 

iasr  
2003 
2004 
2005 
2006 
2007 
After 2007 

Less amount 
representing interest 

,%.meirrt 
$ 3,796 

3,675 
3,585 
3,280 
3,162 

30,421 
47,919 

15,688 
Total future minimum payments 32,231 
Less: Portion classified 
as a current liability in 

2,185 compensation and benefits 
Long-term portion of future 
minimum payments $30,046 

__ 

- 
Expense Components 
The following table lists the components of our total 
retirement expenses that are included in our compen- 
sation and benefits expense and related interest 
expense in the Statements of Operations for 2002, 
2001 and 2000 (dollars in millions): 

:@@:" :g$ol ZCQf] 

CSRS $ 740 $ 769 $ 795 
FERS 2,121 2,046 1,944 
FERS -Thrift 
Savings Plan 827 789 750 
Dual CSRS 33 33 35 
Social Security 1,511 1,498 1,427 
AM0RllZATW)IIOF 
DEFERRED COST: 
CSRS 1,393 1,333 1,327 
Annuitant COLAS 879 814 683 
Interest expense 
on deferred liabilities -1.601 1,603 1,568 
nrmR ET 1 REM E NT 

$9,105 $8,885 $8,529 EXPENSE 

Employer cash contributions to retirement plans were 
$6,013 million in 2002, $5,799 million in 2001 and 
$5,516 million in 2000. These amounts do not include 
Social Security contributions and interest exDense on 
deferred retirement liabilities, 

_ _ ~  

- - -  - - -  
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At September 30, 2002, oorfuture minimum lease 
payments for all non cancelable leases are as follows 

1 REVENUEFORGONE 
Our operating revenue includes accruals for revenue for- (dollars in millions): 
gone. Revenue is forgone when Congress mandates that 
we provide free mail for certain mailers. Congress appro- yebear ~ ~ a ~ ~ ~ g  Capital 

$ 805 $ 97 priates money to reimburse us for the revenue that we 

2004 786 97 have forgone in providing these services. In our operat- 

2005 742 97 
ing revenue, we have included as revenue the amounts 
appropriated by Congress for revenue forgone of $48 
million for 2002, $67 million for 2001, and 2006 683 97 
$64 million for 2000. Legislation enacted in 2002 and 2007 625 97 
2001 delayed payment of the amount authorized After 2007 .~ 5,963 605 
for 2002 and 2001 until the first day of the subsequent $9,604 $1,090 

268 year, respectively. Accordingly, the Postal Service has L ~ ~ ~ :  interest at 5.25% 
recorded these amounts as a receivable at year end. Total capital obligations 822 
Under the Revenue Forgone Reform Act Of 1993, Less: Short-term portion 
Congress is required to reimburse us $29 million of capital lease obligations 55 
annually through 2035 (42 years). This reimbursement Long-term portion of 
is for two purposks: sewices we performed in 1991, capital lease obligations $3 
1992 and 1993 for which we have not yet been paid 
and for shorffalls in the reimbursement for the costs we Most of these leases contain renewal options for peri- 
incurred for processing and delivering certain nonprofit ods ranging from 3 to 20 years. Certain non cancelable 

real estate leases give us the option to purchase the mail from 1994 through 1998. 
facilities at prices specified in the leases. 

The Revenue Forgone Reform Act of 1993 authorized 
a total of billion in payments, we calculated Capital leases included in buildings were $1,036 mil- 

lion in 2002 and $909 million in 2001. Total the present value of these future reimbursements to 
be approximately $390 at 796 interest, we ret- accumulated amortization is $264 million in 2002 and 

$21 1 million in 2001. Amortization expense for assets ognized the $390 million as revenue during 1991 
through 1998, The amounts receivable as of recorded under capital leases is included in deprecia- 
September 30,2002 and 2001 were $370 million and tion expense. 
$373 million, respectively. 

- 

- 

9 CONTINGENTLIABILITIES 
8 COMMITMENTS Each quarter we review litigation pending against us. 
At September 30, 2o02, we estimate our financial As a result of this review, we classify and adjust our 

contingencies for claims that we think it is probable commitment for approved capital projects in progress 
that we will lose and for which we can reasonably esti- to be approximately $1,536 million. 
mate the amount of the unfavorable outcome. 

Our total rental expense for the years ended September 
30 is summarized as follows (dollars in millions): These claims cover labor, equal employment OPPO~~U-  

nity, environmental issues, traffic accidents, injuries on 
2002 

Non cancelable real 
estate leases including 
related taxes $ 894 

Facilities leased from 
General Sewices 
Administration subject 
to 1 20-day notice 
of cancellation 45 

263693 2obp~ postal properties, personal claims and property dam- 
ages, and suits and claims arising from postal 
contracts. We also recognize the settlements of claims 

$ 863 $806 and lawsuits and revisions of other estimates. 
Additionally, we evaluate the materiality of cases deter- 
mined to have a reasonably possible chance of adverse 
outcome. Such cases are immaterial to our financial 
statements taken as a whole. 

41 39 
Equipment and other 
short-term rentals 214 312 254 

$1,153 $1,216 $1,099 --- --- 



As a part of our continuing evaluation of estimates All three appropriations are to remain availableTntil 
required in the preparation of management's financial expended for purposes approved by Congress. We are 
statements, we recorded a $128 million increase in required to submit quarterly expenditure plans on the 
liabilities in 2002, $35 million in 2001 and $63 million obligation of all 2002 supplemental appropriations, as 
in 2 W ,  to recognize changes in the estimated cost of well as annual updates of the Emergency 
litigation and claims asserted in prior years. We recog- Preparedness Plan. Unspent funds that are not reallo- 
nized settlements of claims and lawsuits and revised cated with Congressional approval are required to be 
other estimates in our changes in contingent liabilities. returned to the United States Treasury. As a result, the 
Management and General Counsel believe that we funds that have not been spent or reallocated as of 
have made adequate provision for the amounts that September 30, 2002 of $583 million are reflected in 
may become due under the suits, claims and proceed- our 2002 Balance Sheet as a non-interest bearing lia- 
ings we have discussed here. bility and have been reflected in the 2002 Statement of 

Cash Flows as a financing activity. 
The appropriations during the fiscal year 2002 which 
have been expended are as follows (dollars in millions): 10 EMERGENCYPREPAREDNESS 

FUNDING 
In October 2001, the United States became the target 
of biological terrorism. These activities affected us 
because infectious biological agents were sent by mail, 
resulting in the death of two employees, the curtail- 
ment of mail sewices in some areas, long-term closing 
of two processing facilities and a decline in mail vol- 
ume. Our viability and our value to the American 
people, is dependent upon an open and accessible sys- 
tem. It was critical to put in place process changes and 
technology applications that can reduce risks for both 
employees and customers. 
The President of the United States authorized an initial 
funding of $175 million for 2002 to assist in paying for 
these safety measures. In November 2001, Congress 
appropriated an additional $500 million to "protect 
postal employees and postal customers from exposure 
to biohazardous material, to sanitize and screen the 
mail and to replace or repair postal facilities destroyed 
or damaged in New York City as a result of the 
September 11, 2001, terrorist attacks" Our use of the 
funds provided by this appropriation was contingent on 
the submission of an emergency preparedness plan to 
combat the threat of biohazards in the mail. We sub- 
mitted the required Emergency Preparedness Plan in 
March, 2002. 
In August 2002, as set forth in our Emergency 
Preparedness Plan, Congress appropriated an addi- 
tional $87 million to us for emergency expenses to 
further protect postal employees and customers from 
exposure to biohazardous material and to sanitize and 
screen the mail. 

Appropriations $175 $587 
Operating expenses 16 
Non-operating expenses 121 42 

38 Capital equipment ~ _ _ _  

Balance at September 30, 2002 $ - $545 -- -- 
We recorded the balance of $545 million as a current 
liability. Detection and filtration systems are being 
tested and evaluated and will then be deployed in 
2003. The amounts to be spent are as follows (dollars 
in millions): 

Protection and health risk reduction $31 2 
Detection and identification 200 
Facility Repairs 10 

23 Miscellaneous (R&O, etc.) 
$545 

~ ~.. . 

~ - 
The liabilitv will be reduced as exoenditures occur. 
Appropriatibns received for capital equipment will be 
offset against depreciation expense over the life of the 
equipment. 
The Emergency Preparedness Expenses for the year 
ended September 30, 2002, are as follows (dollars in 
millions): 

Safety measures (gioves, 
medical treatment, etc) $1 28 

Research and development 5 
Decontamination 54 
Miscellaneous ~ 2 

$1 89 

The Emergency Preparedness Appropriations revenue 
recognized for the year ended September 30,2002, 
are as follows (dollars in millions): 

Safety measures $1 37 
Research and development 5 
Decontamination 35 
Miscellaneous 2 

- - 
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$73 million for personnel cost was incurred for Any change in funding woultrrequire legislation since 
emergency preparedness and service disruptions and we have made payments according to the statute. If 
is reported in operating expenses under compensation legislation to change the funding requirements is 
and benefits, of which $16 million was reimbursed enacted, we would reduce the deferred retirement 
by the appropriation. An additional amount of $38 asset and liability balances in the period such legisla- 
million has been spent on equipment that has not yet tion becomes effective. 
been deployed. 

d 1 SUBSEQUENTEVENT 
On. November 1,  2002, the Office of Personnel 
Management advised us that it had completed a review 
of estimates and our current scheduled funding to the 
Civil Service Retirement System. OPM determined that 
at our current rate of funding, we will pay substantially 
more than will be needed to fund the future benefits 
expected to be paid to our employees and retirees par- 
ticipating in the m i l  Service Retirement System. 
As discussed in Note 6, we participate in retirement 
programs administered by OPM. As required by law, 
each year OPM determines the estimated liability of the 
CSRDF for both management-granted increases in 
CSRS employees' current basic pay and for COLAS the 
government grants retirees. We amortize and pay this 
liability amount in 30 equal annual installments for 
management-granted increases and 15 years for gov- 
ernment granted COLAS, both of which include interest 
computed at a rate of 5% per year. The liability is 
calculated as part of a multi-employer plan of the 
U.S. government. Nothing in current legislation permits 
determining our liability separately. 
Office of Personnel Management analysis shows that 
the net accumulated value of our payments already 
received is currently approaching the value of the 
future CSRS benefits applicable to our participants. If 
current funding provisions remain in place, we will pay 
substantially more than our equitable share of the 
CSRS retirement obligations. The projected over-fund- 
ing is due to the excess interest earned by the fund; 
that is, interest earnings in excess of the 5% that was 
assumed under the statutory funding method. Office of 
Personnel Management has proposed a reduction in 
future postal payments to the plan. The related esti- 
mated reduction of our deferred retirement benefit 
liability would be in excess of $20 billion. 
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HEADQUARTERS CAREER EMPLOYEES 
Headquarters 
Headquarters-Fieid Support Units 
Inspection Service (fieid) 
Inspector General 
TOTAL WAND RUAM EWUWEEP 

FIELD CAREER EMPLOYEES* 
Area Offices 
Postmasters/lnstaliation Heads 
SupeNisors/Managers 
Prof. Admin. Tech. Personnel 
Clerks 
Nurses 
Mail Handlers 
City Delivery Carriers 
Motor Vehicle Operators 
Rural Delivery Carriers-Full Time . 
Special Delivery Messengers 
Bldg. and Equip. Maintenance Personnel 
Vehicle Maintenance Personnel 
TOTAL FIELD CAREER EMPLOYEES' 
TOTAL CAREER EMPLOYEES 

NDN-CAREER EMPLOYEES* 
Casuals 
Non-Bargaining Temporary 
Rural SubslRCAiRCRIAUX 
PM Relief/Leave Replacements 
Transitional Employees 
TOTAL NON-CAREER EMPLOYEES' 
TOTAL EMPLOYEES 

DFflCES, STATIONS AND BRANCHES 
Post Offices 
Classified stations and branches 
Contract stations and branches 
Community Post Offices 

STATIONSAND TOTAL OFACEsg RANCHES 
RESIOENllAL DELIVERY POINTS 

CltY 
Rural 
PO Box 
Highway Contract 
TOTAL RESIDENTW 

BUSINESS DELIVERY POINTS 

" 8 3  
Y ._ 
1,712 
3,848 
3,875 

722 
10,157 

2,107 
25,771 
37,829 
9,661 

256,656 
173 

59,259 
233,639 

9,092 
60,817 

42,275 
5.51 3 

742,792 
752,949 

19,065 

~- 

~. 

807 
56,474 
12,234 
12,847 

101,427 
~ 

854,376 

27,791 
5,900 
2,500 
1,492 

~ 

37,683 

., . . . .I i 
" ,  

1,836 
5,653 
4,047 

71 3 
12,249 

1,377 
26.1 13 
38,754 
9,764 

269,792 
180 

60,102 
240,295 

9,325 
59,790 

42,604 
5.558 

763,654 
~. ~ . 

775,903 

30,317 
761 

58,134 
12,313 
13,577 

115,102 
891,005 

~ 

~ ~~ 

27,876 
5,835 
2,876 
1,536 

38,123 

~ 

77,014,294 
32,141,581 
15,772,964 
2,073,145 

127, W1,984 
-. 

76,578,169 
31,004,518 
15,818,625 
2,004,837 

125,405,149 
~. . 

., . ,  . ::1 

2,279 
5,566 
4,190 

664 
12,699 

1,597 
26,121 
38,797 
9,959 

281,956 
191 

60,851 
241,079 

9,347 
57,111 

42,284 
5,546 

787,538 

29,572 
71 2 

57,532 
12,423 
13,461 

113,700 
901,238 

27,876 
5,802 
2,833 
1,549 

38,060 

76,131,249 
29,915,385 
15,904,400 
1,938,395 

123,889,429 

~. .~ 

774,839 

~ ~~ 

~- .., 
,' >:i 

2,372 
4,357 
4,334 

387 
11,450 

1,875 
26,108 
38,835 
11,097 

292,400 
188 

62,237 
242,300 

9,270 
54,588 

41,873 
5,574 

786,345 
797,795 

~~ 

~ ~~ 

25,067 
707 

57,357 
12,485 
12,355 

107,971 ~ _ _  
905,766 

27,893 
5,788 
2,903 
1,585 

38,169 

75,575,844 

~ ~ 

28,753,812 
16,048,325 
1,857,689 

122,235,670 

2,231 
4,307 
4,280 

223 
1 1,041 

1,703 
26,156 
36,508 
11,703 

293,829 
189 

62,247 
240,813 

9,026 
52,241 

7 
41,054 
5,524 

781,000 
792,041 

25,711 
784 

56,265 
12,613 
17,222 

1 12,595 
904,636 

27,952 
5,661 
2,974 
1.572 

~. -~ 

38,159 

75,088,866 
27,683,441 
16,575,127 
1,784,522 

121,131,956 

City 7,197,207 7,183,431 7,197,776 7,175,729 7,164,995 
Rural 1,132,049 1,071,201 1,013,269 956,301 901,124 
PO Box 4,065,877 3,969,279 3,796,343 3,638,737 3,351,603 
Highway Contract 

12,450,495 12,276,158 12,058,622 11,817,004 11,461,457 TOTAL BUSINESS 
TOTAL DELIVERY POINTS 139,452,479 137,682,307 135,946,057 134,052w4 132,593,413 

Change in Delivery Points 1,770,172 1,736,256 1,893,377 1,459,261 1,561,961 

*Complement data from On-Rolls and Pald Employees Stat!st!cs database 

55,362 52.247 49,234 46,237 43,735 ~ _ _ _  ~-~ 

- 
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ii 

F I R S T - C W  MAIL 
Pieces, number 102,378.6 
Weight, pounds 4,283.6 
Revenue $36,483.2 

PRIDRflY MAIL 
Pieces, number 998.2 
Weight, pounds 1,875.1 
Revenue S 4,722.5 

EXPRESS MAlL 
Pieces, number 61.3 
Weight, pounds 59.1 
Revenue $ 9103 
Mu1 GRAMS 
Pieces, number 2.8 
Revenue S 1.4 

PERIODICALS 
Pieces, number 9,689.8 
Weight, pounds 4,006.1 
Revenue $ 2,184.9 

STANDARD MAIL 
Pieces, number 87,230.6 
Weight, pounds 10,315.5 
Revenue $15,818.8 

PACKAGE SERVICES 
Pieces, number 1,075.1 
Weight, pounds 3,690.6 
Revenue s 2,080.1 

INTERNATIONAL ECONOMY MAIL 
Pieces, number 38.6 
Weight, pounds 65.3 
Revenue S 150.4 

INlERNAllONAl AIRMAIL 
Pieces, number 865.2 
Weight, pounds 151.8 
Revenue*’ S 1,429.4 

U.S POSTAL SERVICE 
Pieces, number 424.9 
Weight, pounds 87.5 

FREE MAIL M R  THE 
BUND AND HANDICAF+PED 
Pieces, number 56.8 
Weight, pounds 28.1 

m w  
Pieces, number 202,821.9 
Weight, pounds 24,562.7 
Revenue $63,761.1 

103,655.6 
4,362.8 

$35,876.0 

1,117.8 
2,149.7 

$ 4,916.4 

69.4 
72.1 

$ 995.7 

3.3 
$ 1.4 

10,077.4 
4,408.3 

$ 2,205.2 

89,938.4 
10,822.2 

$15,704.9 

1,093.0 
3,801.7 

$ 1,993.9 

60.4 
80.3 

$ 177.7 

1.022.1 
171.6 

$ 1,554.0 

380.6 
82.3 

44.6 
24.9 

207,462.6 
25,975.9 

$63,425.2 

* *: 
f 3 <‘?ti 

103,525.7 
4,392.0 

$35,515.9 

1,222.5 
2,352.3 

$ 4,837.1 

70.9 
80.0 

$ 996.1 

3.7 
$ 1.5 

10,364.8 
4,720.3 

$ 2,170.7 

90,057.1 
11,142.6 

$1 5,193.3 

1,128.4 

$ 1,912.3 

78.7 
89.4 

$ 180.3 

1,020.7 
169.7 

$ 1,477.2 

362.9 
95.3 

3,773.8 

46.6 
25.1 

207,882.2 
26,840.6 

$62,284.3 

- 
d>,,< 1 % ,-:v 

101,936.5 
4,299.9 

$34,933.2 

1,189.5 
2.142.6 

$ 4,533.3 

68.7 
78.3 

$ 942.0 

4.1 
$ 1.6 

10,273.8 
4,482.6 

$ 2,115.3 

85,661.7 
10,648.3 

$14,435.8 

1,043.1 
3,533.2 

$ 1,828.5 

103.2 
96.1 

$ 193.9 

927.5 
152.2 

$ 1,434.2 

382.3 
102.6 

53.2 
26.6 

201,643.5 
25,562.2 

$60,417.8 

1 ’<.+ r.  c ?A> 

100,434.2 
4,151.3 

$33,861.2 

1,174.4 
1,980.0 

$ 4,187.4 

66.2 
77.7 

$ 854.5 

4.3 
$ 1.7 

10,316.8 
4,451.1 

$ 2,072.3 

82,508.1 
10,376.8 

$1 3,701.7 

1,023.4 
3.407.3 

$ 1,754.3 

95.6 
95.6 

$ 183.7 

848.4 
149.0 

$ 1,416.1 

380.1 
96.2 

53.2 
27.2 

196,904.7 
24,812.3 

$58,032.9 

~ 
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Certain reclassifications have been made to previously repofled international amounts. 
’’ 

’’. nr’uu?s lureiyn pusla! ir3ns3mon r?iPn-e 
.!fieriLI and lranned mal are inc died r i  Ined c a s m  ol mail men I s no OH cal ma I 
- I  

Some totals may not add exactly due to rounding 



2w2 ZOC' '2M@ 1 w g  

REG l SERE IT 
Number of articles 9.1 11.4 13.3 13.7 
Revenue $ 86.6 $ 98.4 $ 98.4 $ 95.2 

CERMIEW 
Number of articles 283.5 269.0 270.5 268.1 
Revenue $ 605.9 $ 494.8 $ 385.4 $ 377.3 

INSURANCE' 
Number of articles 59.8 60.0 58.0 48.6 
Revenue $ 135.2 $ 123.1 $ 108.9 $ 91.5 

DEUVERl RECEIPT SERVlCEI  
Number of articles 535.5 421.1 356.9 249.3 
Revenue $ 460.4 $ 370.8 $ 316.8 $ 284.7 

COUECT ON DEWERT 
Number of articles 2.3 2.7 4.1 4.0 
Revenue $ 13.8 $ 15.3 $ 21.5 $ 19.8 

MDNEY ORDERS 
Number issued 218.0 227.2 232.8 220.9 
Revenue $ 239.4 $ 225.4 $ 234.7 $ 228.3 
Face value of issues (nowadd)"^ $29,721.2 $30,770.3 $29,945.2 $28,491.4 
mul 
Box rent revenue $ 750.6 $ 699.0 $ 684.2 $ 667.2 
Stampedenvelopeandcard revenue $ 29.3 $ 27.1 $ 15.4 $ 30.7 
OMer revenue, net $ 333.3 $ 287.5 $ 326.0 $ 442.0 

TOTALS 
Special Services revenue $ 2,654.5 $ 2,341.4 $ 2,191.2 $ 2,236.7 
Mail revenue $63,761.1 $63,425.2 $62,284.3 $60,417.8 
Revenue forgone S_., 47.6 $ 67.1 $ 64.4 $ 71.2 

Operating revenue $66,463.2 $65,833.7 $64,539.9 $62,725.7 

* 

++ 

'*+ 

Return receipts have been brohen out from registered, 
certified and insurance special service categories. 
Delivery Receipt Services contains Return Receipts, Return Receipts 
for Merchandise and Delivery Confirmation. Delivery Confirrrnation Service began during 1999. 
Certain reclassifications have been made to previously reported amounts. 

15.3 
$ 89.2 

278.3 
$ 385.7 

40.8 
$ 72.5 

237.3 
$ 262.1 

3.8 
$ 17.8 

208.6 
$ 210.1 
$26,724.6 

$ 617.4 
$ 17.4 
$ 299.8 

$ 1,9721 
$58,032.9 
$ . E3 
$60,072.3 
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STATEMENSOF OPERATIONS 
(DOLLARS IN BILLIONS) 
Total revenue 
Total expense 
Net (loss) Income 
(DOLLARS IN MiLLlONS) 
Operating revenue 
Revenue forgone appropriation 
Total operating revenue 
Compensation and benefits 
Restructuring costs 
Other expenses 
Total operating expenses 
Income from operations 
Interest and investment income 
Interest expense on deferred retirement liabilities 
Interest expense on borrowings 
Emergency preparedness, net 
Income (loss) before retroactive assessments and extraordinary items 
Retroactive assessments for employee benefits" 
Income (loss) before extraordinaly item 
Extraordinary item - debt refinancing premium 
NEl (LOSS) INCOME 

BUlUlCESHEETS 
ASSm 
Current assets 
Property and equipment, deferred retirement costs and other assets 
TCITALA!WTS 
UABIUTIESAND NET CAPITAL DEFICIENCY 
Current liabilities 
Other liabilities 
Long-term debt 
Net capital deficiency 
TOTAL LIABILITIES AND NET CAPITAL DEFICIENCY 

CHANGES INNET CAPITAL DEFICIENCY 
BEGINNING BAlANCEs 
Capital contributions of the US. government 
Deficit since reorganization 
Total beginning balance net capital deficiency 
Net (loss) income 
ENDING BAldNCEm 

* 
** 

*** 

Certain reclaSSfications have been made to previously reported amounts. 
Relates to OBRA 1990 and 1993. 
Some totals may not add exactly due to rounding. 
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.,.~ "T; ., :.": , .  

$ 65.9 
67.6 

~ $ (1.7) 

$65,767 
67 

65,834 
51,351 

~~ 14,289 
65,640 

194 
35 

(1,603) 
(306) 

~~ 

- 

~. 

- 

; .-*,qJl ;, 
i,2L,. 

$ 64.6 
.. 64.8 
$ .(0.2) 

$64,476 
64 

64,540 
49,532 

13,460 
62,992 

1,548 
41 

~... ~~ 

- 

(1,568) 
(220) 
- 

$ (1,680) 

$ 1,933 
57,158 

$59,091 

$17,457 
38,209 
5,751 
(2,326) 

$59,091 

$ 3,034 
3 8 9  

(646) 
(1,680) 

$ (2,326) 

$ 1,655 
56,628 

$58,283 

$18,277 
38,150 
2,502 
(646) 

$58,283 

$ 3,034 
._ (3,481) 

(447) 
A?) 

$ (646) 



*i:.-;ni . ., 

$ 62.7 
62.4 

$ 0.4 

$62,655 
71 

62,726 
47,333 

13,309 
60,642 
2,084 

29 
(1,592) 

(1 58) 

.~ ~~ 

~~~ ~~ 

~~~ - 

- 
~. 

~ 

- 
~~ 

363 

363 

$63 

- 
~~~~ , - 

~~~~~ . ~ - 

$ 1,296 
54,713 

$56,009 

$15,436 
37,466 

- 

3,554 
~~ (447) 
$56,009 

$ 3,034 
~~ (3,844) ~- 

(810) 
363 

$ (447) 
~ _ _ _  

c ,* . j , l l  
i * )i 

$ 60.1 
59.5 

$ 0.6 

$60,005 
67 

60,072 
45,596 

12,190 
57,786 
2,286 

44 
(1,613) 

(1 67) 

~~ 

- 

~~ 

- 

~~~~ ~ 

- 

550 

550 

$ 550 

- 
~~~ 

~~ 

- 

$ 1,893 
53,015 

$54.908 

$15.278 
37,652 
2,788 

(810) 
$54,908 

~~ ~ 

$ 3,034 
(4,394) 
(1,360) 

550 
$ (810) 

~~ 

i j~ * _  .:-. , , f l  

$ 58.3 
57.0 

$ 1.3 

$58.133 
83 

58,216 
44,093 

11,038 
55,131 
3,085 

115 
(1,629) 

(307) 

~- .___ 

- 

~- 

- 

.. :.%: r .  . 

$ 56.6 
55.0 

$ 1.6 

$56,309 
93 

56,402 
42,676 

10,437 
53,113 
3,289 

142 
(1,496) 

(368) 

~ .~ 

~- 

~~ ~ 

_____ 

- 

~. 

~ ~ ~ _ _  

- 

1,264 

1,264 

$ 1,264 

- 
..___ 

__ ~ 

- _ _ ~  

$ 1,736 
51,675 

$53,411 

$1 4,107 
37,439 
3,225 
(1,360) 

$53,411 

~~ 

~ _ _ _ _  

$ 3,034 
15,658) 
(2,624) 
1,264 

$ (1,360) 

~- 

1,567 

1,567 

$ 1,567 

- 

~. - 
~- 

$ 1,670 
50,157 

$51,827 

$12,796 
37,746 
3,909 
(2,624) 

$51,827 

~- 

~~ 

$' 3,034 
(7,225) 
(4,191) 
1,567 

$ (2.624) 
.~ 

sr(;l-b 
<3,;;&' 

$ 54.5 
52.7 

$ 1.8 

$54,176 
117 

54,293 
41,931 

8,799 
50,730 
3,563 

21 6 

__.-. 

- 

(1.443) 
(566) 
- 

1,770 

1.770 
- 

- 
$ 1,770 

$ 2,975 
46,146 

$49,121 
~ 

$1 1,499 
34,794 
7,019 

(4,191) 
$49,121 

$ 3,034 
(8,995) 
(5,961) 
1,770 

$ (4,191) 

__ 

~- 

* 
*' 

'** 

Certain reclassifications have been made to previously reported amounfs. 
Relates to OBRA 1990 and 1993. 
Some totals may not add exactly due to rounding. 

1 .#;.:* , 2. ~ ..+ 

$ 49.6 
50.5 

$ (0.9) 
~ ~~ 

$49,252 
131 

49,383 
39,609 

8,846 

928 
193 

~~ 

~ 

- 
~___ 
~~ 48,455 

(1,433) 
(601) 

(91 3) 

(91 3) 

$ (913) 

- 
___._ 

- 
. .___ 

__ 
- 

$ 2,683 
43,733 

$46,416 

$1 1,665 
32,985 
7,727 
(5,961) 

$46,416 
~ .- 

$ 3,034 
(8,082) 
(5,048) 

(91 3) 
$ (5,961) 

~ . ~~~~~~~~~ ~, , 
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$ 47.1 
47.6 

$ (0.5) 

$46,151 
545 

46,696 
37,122 
1.01 0 
7,521 

45,653 
1,043 

409 
(1,350) 

(638) 

(536) 

(536) 

$ (536) 

.. ~- 

-__ 
___ 

~- 

- 

- 
__ - 

$ 6,027 
41,638 

$47,665 
~- 

$ 9,484 
32,291 
9,173 
(3,283) 

$47,665 

$ 3,035 
(5,781) 
(2,747) 

.~ (536) 
$ (3,283) 

.~ 

~~~~~. 





GlOSSARY 
ACCRUALS: Revenue and expenses that are recorded 
as they occur, even though they may not have actually 
been paid. 

A N T H R a  An infectious disease caused by Bacillus 
anfhracis. Human anthrax has three major clinical 
forms: cutaneous, inhalation and gastrointestinal. 

AMORTIZE To reduce the value of an asset through 
regular charges to income over time; or to write off 
expenses by prorating them over a period of time. 

APPROPRIATION Public funds set aside by Congress 
for a specific purpose. 

BAR CODE A series of veltical full bars and half bars 
representing the ZIP Code information printed on a 
mailpiece to facilitate automated processing by bar 
code reader equipment. 

BIOHAZARD A biological material especially if infec- 
tious, that poses a threat to humans or their 
environment. 

CAPITALIZE To treat an expenditure as an asset; or 
to compute the present value of a future payment that 
will be paid over a period of time. 

CONFIRM A service that allows mailers to identity 
and track their mailpieces by placing a bar code or 
PLANEl (Postal Alpha Numeric Encoding Technique) 
Code on the front of their letter or flat, 

COWTRIBWON: The difference between the revenue 
from a class of mail and that class's volume-variable 
costs. For example, if a class of mail has revenue of 
$1.5 billion and volume-variable costs of $1 billion, its 
contribution is $500 million, which means that this 
class of mail covers its costs and contributes $500 mil- 
lion to the common costs of all mail services. 
DELIVERY CONFIRMATION: Delivery Confirmation" 
is a special service designed to provide the date of 
delivery or attempted delivery for Priority Mail and 
Standard Mail parcels, bound printed matter and 
library mail. 

DEPRECIArr: To periodically reduce the estimated 
value of an asset over the course of its useful life. 

DEPUTY POSTMASTER GENERAL (DPMG): A 
member of the Board of Governors, jointly appointed by 
the Postmaster General and Governors. 

DIRECT MAIL: A form of advertising often employed 
by businesses to reach targeted groups of potential 
customers by mail. 

EMPLOYMENT COST INDEX (ECI): A national indi- 
cator of overall employee labor cost and one of the 
principal economic indicators used by the Federal 
Reserve Bank. 

EQUiTk The difference between the value of all assets 
less all liabilities. 

EXPRESS MAIL The Postal Service's premium deliv- 
ery service, providing guaranteed overnight delivery for 
documents and packages weighing up to 70 pounds. 
Both domestic and international services are offered. 

FIRST-CLASS MAIL: A class of mail including letters, 
postcards, and postal cards, all matter wholly or par- 
tially in writing or typewriting, and all matter sealed or 
otherwise closed against inspection. 

FIXED ASSET: Any tangible property such as build- 
ings, machinery and equipment, furniture, and 
leasehold improvements. 

GENERAUV ACCEPTED ACWUNllNG PRINCIPLES 
(GAAP): The rules and procedures of accepted 
accounting practice as defined by the Financial 
Accounting Standards Board. 

GROSS OOMESTlC PRODUCT (GDP): The total mar- 
ket value of all the goods and services produced in w e  
year in the United States. 
INSPECTOR GENERAL: Appointed by and reports 
directly to the Governors of the Postal Service, is inde- 
pendent of postal management and is responsible for 
investigating and evaluating programs and operations 
of the Postal Service to ensure the efficiency and 
integrity of the postal system. 

IRRADIATION Treatment or therapy by exposure to 
radiation. 

LEASEHOLD An asset that gives the Postal Service 
the right to use property under a lease. 

LETTERSHOP A company that personalizes, labels, 
sorts and stuffs envelopes in preparation for 
Standard Mail. 

W I L r T y :  Any debt or obligation the Postal Service is 
bound to pay. 

~ ~. . ~ ..... .. ~ ~ ~ ~ ~ ~~~ 
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Postmaster General John E. Potter is joined by the leaders of postal unions and management associations 
for a special broadcast to all Postal Service employees during the anthrax crisis of the fall of 2001, 

Left to right: Vincent R. Sombrotto, former president, National Association of Letter Carriers; Gus M a ,  pres- 
ident, National Rural Letter Carriers ’ Association; Charles E. Mosec former president, National Association 
of Postmasters of the United States; Dick Coilins, assistant to the president, National Postal Mail Handlers 
Union; Potter; William Burrus, president, American Postal Workers Union; Joseph n! Chad6 former presi- 
dent, National League of Postmasters of the United States; and Wncent Palladino, president, National 
Association of Postal Supe~ism. 



Stamps everywhere 

brought to YOU by 3 POSTALSERVKEe UNITEDSTATES 

Wherever you find this symbol, you'll find stamps. Stamps at supermarkets, 
stamps by phone, stamps online and stamps at ATMs. 








	September
	Payable February
	Payable August
	Payable February
	with a carrying amount of $16 million

	Less current portion of debt

